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SBA'S  PILOT  MICROLOAN  PROGRAM 


TUESDAY,  MARCH  14,  1995 

House  of  Representatives, 
Committee  on  Small  Business, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  3  p.m.  in  room  2359- 
A,  Raybum  House  Office  Building,  Hon.  Jan  Meyers  (chairwoman 
of  the  committee)  presiding. 

Chairwoman  Meyers.  The  committee  will  come  to  order. 

The  Small  Business  Administration's  mission  for  many  years  has 
included  increasing  small  business'  access  to  capital.  To  fulfill  this 
mission,  programs  such  as  the  7(a)  Guaranteed  Loan  Program  and 
the  Section  504  Certified  Development  Company  Program  were 
born.  But  despite  the  success  of  these  programs,  there  was  one  type 
of  small  business  that  continue  to  have  difficulty  getting  the  fund- 
ed it  needed  to  start,  to  grow  and  to  succeed.  This  was  the  entre- 
preneur who  was  truly  the  smallest  of  businesses,  whose  capital  re- 
quirements were  under  $25,000.  Such  loans  were  unattractive  to 
banks  because  the  cost  of  servicing  exceeded  the  profit  the  bank 
might  make  in  fees  and  interest. 

To  meet  that  need,  Congress  created  the  Microloan  Demonstra- 
tion Project  through  Public  Law  102-140  in  October  1991.  This 
f>ilot  loan  program  is  a  partnership  between  the  SBA,  nonprofit 
ending  intermediaries  and  technical  assistance  providers.  The  SBA 
provides  loans  to  the  intermediaries  which,  in  turn,  makes  loans  to 
microborrowers  and  the  loans  made  by  SBA  provide  the  basis  for 
a  revolving  loan  fund  managed  by  the  intermediary.  Furthermore, 
grants  are  made  to  provide  technical  assistance  to  borrowers. 

This  program  was  expanded  last  year  to  increase  the  number  of 
intermediaries  fi"om  35  to  101.  The  number  of  technical  assistance 
providers  has  increased,  as  has  the  aggregate  amount  of  SBA  fund- 
ing available  to  intermediaries.  In  addition,  a  pilot  guarantee-based 
program  was  added. 

It  is  our  purpose  today  to  examine  this  pilot  project  and  see  if 
it  has  fulfilled  its  stated  mission  of  providing  very  small  loans  to 
business  owners,  loans  that  would  not  have  otherwise  been  avail- 
able through  conventional  lending  sources.  Furthermore,  we  will 
look  at  the  technical  assistance  provided  to  see  if  it  is  making  a  dif- 
ference in  the  small  business  success. 

Our  witnesses  will  be  grouped  into  two  panels  and  the  first  panel 
will  consist  of  the  program  managers  from  SBA  and  the  second  will 
consist  of  lenders,  technical  assistance  providers  and  a  borrower. 

Our  first  witness  is  Ms.  Patty  Forbes,  the  Deputy  Associate  Ad- 
ministrator for  Economic  Development.  She  will  be  assisted  by  Mr. 
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John  Cox,  the  Associate  Administrator  for  the  Office  of  Financial 
Assistance. 

Is  Ms.  Raskind  here? 

Before  we  begin,  I  would  like  to  recognize  Mr.  LaFalce. 

Mr.  LaFalce.  Thank  you  very  much,  Madam  Chairman.  I'm 
pleased  to  be  here  for  hearings  on  the  Microloan  Program  origi- 
nally authorized  by  the  Congress  4  years  ago. 

Under  this  program,  the  Small  Business  Administration,  in  co- 
operation with  generally  nonprofit  delivery  mechanisms  called 
intermediaries,  provide  small  amounts  of  seed  capital  to  the  very 
smallest  of  small  businesses.  These  businesses  are  so  small  that 
they  generally  do  not  have  any  employees  and  they  usually  operate 
on  a  shoestring  from  the  owner's  home.  Their  financial  needs  are 
minuscule,  often  just  several  thousand  dollars.  In  no  case  may  the 
program  loan  more  than  $25,000  to  one  borrower. 

There  are  two  unique  aspects  to  this  program.  The  first  is  the 
training  and  development  aspect.  It  is  not  sufficient  simply  to 
make  loan  capital  available  to  these  small  firms  or  would  be  small 
firms.  If  it  were  simply  money  alone,  most  of  them  would  be 
doomed  to  failure.  They  also  need  training  and  education.  The 
intermediaries  provided  not  just  the  business  aspects  but  fre- 
quently basic  education  itself. 

The  second  aspect  is  the  commonality  of  interests  of  these  bor- 
rowers. SBA  does  not  provide  the  loan  directly  to  the  borrower. 
Funding  is  provided  to  intermediaries  which  in  turn  make  loans  to 
the  small  business  borrowers.  Only  if  the  borrower  successfully  re- 
pays the  intermediary  does  the  money  turn  over  and  become  avail- 
able to  make  loans  to  additional  small  entrepreneurs.  Thus,  finan- 
cial needs  of  future  borrowers  depend  largely  upon  loan  repayment 
by  present  borrowers.  This  establishes  a  strong  repayment  incen- 
tive from  the  borrower's  peers,  a  concept  successfully  developed 
elsewhere. 

Interest  in  this  program  has  been  nothing  short  of  phenomenal. 
We  started,  as  you  know,  with  a  very  small  pilot  and  we've  in- 
creased its  scope  on  two  subsequent  occasions.  The  Microloan  Pro- 
gram now  exists  in  all  but  two  States — although  the  approved 
intermediaries  do  not  necessarily  provide  coverage  in  every  area  of 
the  State. 

I  look  forward  to  receiving  firsthand  information  on  the  operation 
of  the  program  and  I  congratulate  Chairman  Meyers  for  calling 
this  hearing.  I  think  it's  an  excellent  idea  to  have  a  hearing  on  this 
program. 

We're  also  very  pleased  today  that  we  will  be  receiving  the  very 
first  congressional  testimony  of  Patricia  Forbes.  All  of  us  have 
come  to  know  her  through  her  work  on  the  Senate  Small  Business 
Committee  and  we're  delighted  that  she  is  now  serving  the  admin- 
istration through  the  SBA. 

Ms.  Forbes,  we  look  forward  very  much  to  hearing  from  you. 

Chairwoman  Meyers.  Thank  you  for  being  here  and  proceed,  Ms. 
Forbes. 


TESTIMONY  OF  PATRICIA  FORBES,  DEPUTY  FOR  ECONOMIC 
DEVELOPMENT,  SMALL  BUSINESS  ASSOCIATION;  ACCOM- 
PANIED BY  JOHN  COX,  ASSOCIATE  ADMINISTRATION  FOR 
THE  OFFICE  OF  FINANCIAL  ASSISTANCE,  SBA,  JODY 
RASKQEVD,  FINANCIAL  ASSISTANT,  OFFICE  OF  FINANCIAL 
ASSISTANCE,  SBA,  MIKE  HEARNE,  BUDGET  OFFICE,  SBA 

Ms.  Forbes.  Good  afternoon,  Madam  Chair  and  members  of  the 
committee.  I  want  to  thank  you  for  inviting  me  to  appear  before 
you  this  afternoon  to  talk  about  SBA's  Microloan  Demonstration 
Program. 

In  the  interest  of  time,  I  would  like  to  summarize  my  written 
statement  and  I  ask  that  the  full  statement  be  included  in  the 
record. 

Chairwoman  Meyers.  Without  objection. 

Ms.  Forbes.  Thank  you. 

I'm  particularly  pleased  to  be  able  to  talk  to  you  about  the 
Microloan  Demonstration  Program  because  I've  been  involved  with 
the  program  since  its  creation  in  1991  when  I  was  counsel  for  the 
Senate  Small  Business  Committee. 

The  Microloan  Demonstration  Program  is  a  small  program  that 
makes  a  big  difference.  The  program  is  testing  the  value  of  Federal 
investment  in  the  smallest  of  businesses  which  are  not  served  by 
commercial  lenders  or  by  SBA's  other  lending  programs.  Through 
a  unique  public/private  partnership,  microbusinesses  are  accessing 
financing  and  expertise  at  affordable  rates. 

In  the  summer  of  1992,  SBA  funded  35  intermediaries  to  provide 
microloans  and  technical  assistance  in  30  States.  Today  there  are 
101  intermediaries  providing  microloans  and  technical  assistance 
in  parts  of  48  States,  the  District  of  Columbia  and  Puerto  Rico. 
Only  Wyoming  and  Rhode  Island  do  not  offer  SBA  microloans  at 
this  time.  The  goal  of  the  program  is  that  microloans  should  be 
available  in  every  State  and  throughout  every  State. 

I'd  like  to  turn  to  this  chart  right  now.  I'll  show  you  how  this  pro- 
gram works,  although  it  sounds  like  you  have  a  pretty  good  idea 
of  it  already.  Notice  we  are  color  coded  here  to  Administrator 
Lader's  case  for  SBA  for  access  to  capital. 

The  way  this  program  works  is  Congress  appropriates  the  sub- 
sidy for  the  loans  and  the  SBA  borrows  the  rest  of  the  loan  money 
from  the  Treasury.  The  loans  are  made  to  the  intermediary  lend- 
ers. The  lenders,  in  order  to  qualify  for  the  loans,  must  come  up 
with  a  15  percent  cash  match.  That  match  can  come  from  local 
communities,  as  long  as  it's  non-Federal  money.  That  is  the  only 
requirement  regarding  the  match.  The  money  is  put  in  an  account 
and  moved  to  a  loan  loss  reserve  as  each  microloan  is  made. 

As  you  noted  in  your  statement,  a  key  component  of  this  program 
is  the  technical  assistance.  That  assistance  is  provided  through  a 
grant  from  SBA  to  the  intermediary  lender.  The  grant  can  be  up 
to  25  percent  of  the  loan  amount.  In  order  to  qualify  for  the  grant, 
the  intermediary  lender  must  provide  a  contribution  of  25  percent 
which  can  be  cash  or  in-kind.  These  intermediary  lenders  are  non- 
profit organizations  or  quasi-government  organizations  such  as  eco- 
nomic development  districts. 

Once  the  intermediary  lender  has  its  funding,  it  provides  loans 
and  technical  assistance  to  all  the  microborrowers.  They  either 


start  businesses  or  grow  their  businesses.  They  provide  profits  and 
taxes  and  investments  back  to  the  local  communities.  They  pay 
back  their  loan  to  the  intermediary  lender  and  the  intermediary 
lender  pays  back  the  Grovernment. 

As  we  can  see  from  the  chart,  a  key  component  of  the  demonstra- 
tion program  is  the  technical  assistance  which  always  accompanies 
a  loan  to  a  microborrower.  Providing  appropriate  technical  assist- 
ance to  accompany  loans  is  the  best  way  to  improve  the  odds  that 
businesses  will  succeed.  Technical  assistance  may  be  offered  in 
peer  group  settings,  in  classrooms  or  as  one  on  one  business  coun- 
seling. 

A  good  example  of  how  this  program  works  comes  to  us  from  one 
of  our  intermediaries  in  Kansas,  the  South  Central  Kansas  Eco- 
nomic Development  District.  In  1994  a  man  came  to  the 
intermediary  with  an  idea  of  starting  a  company  to  provide  occupa- 
tional and  physical  therapy  personnel  to  health  care  facilities  on  a 
contract  basis.  Although  the  man  had  no  hard  assets  for  collateral, 
he  did  have  years  of  experience  in  the  health  care  field,  a  willing- 
ness to  learn  and  the  determination  to  succeed.  In  May  of  1994  and 
January  1995,  he  received  two  microloans  totalling  $25,000. 

Prior  to  receiving  the  first  microloan,  the  borrower  also  received 
help  from  the  intermediary  in  preparing  his  financial  statements. 
Since  receiving  the  microloans,  the  borrower  has  continued  to  re- 
ceive technical  assistance.  The  intermediary  regularly  conducts  site 
visits  to  the  borrower's  work  place  to  help  him  solve  problems  as 
they  arise.  The  intermediary  also  helps  the  borrower  monitor  his 
receivables  to  make  sure  he  s  getting  paid  in  a  timely  way.  Today 
his  business  has  grown  from  a  one  man  operation  to  an  enterprise 
employing  18  full-time  and  6  part-time  occupational,  physical  and 
speech  therapists. 

According  to  South  Central  Kansas  Development  District,  the 
jobs  created  in  his  business  pay  an  average  salary  of  $46,000  per 
year.  None  of  this  would  have  been  possible  without  the  SBA 
Microloan  Demonstration  Program. 

In  addition  to  the  main  Microloan  Program,  the  SBA  is  author- 
ized to  test  two  variations  of  that  program.  One  variation  the  SBA 
is  testing  is  the  effectiveness  of  providing  only  technical  assistance 
grants  to  nonlending  technical  assistance  providers.  These  organi- 
zations, which  I  believe  are  represented  here  today  by  the  Women's 
Initiative  for  Self  Employment,  or  WISE,  from  San  Francisco,  pro- 
vide business  oriented  technical  assistance  to  low  income  persons 
with  the  goal  of  assisting  them  in  acquiring  financing  from  private 
sector  lenders.  Often  using  funding  from  other  sources,  our 
nonlending  technical  assistance  providers  act  as  guarantors  on 
loans  made  by  local  banks.  At  other  times,  these  organizations  act 
as  liaisons  between  various  State  and  local  programs  and  investors 
as  they  match  microbusiness  owners  with  financing  sources. 

Last  year's  SBA  Reauthorization  Act  authorized  SBA  to  test  the 
other  variation  of  the  Microloan  Program,  a  guaranteed  microloan 
program.  In  this  program  the  loans  will  no  longer  come  from  SBA. 
They  will  come  from  private  lenders  and  they  will  be  guaranteed 
up  to  100  percent  by  SBA,  The  loans  from  the  intermediary  to  the 
borrowers  will  still  be  direct  loans  and  the  technical  assistance  will 
still  be  funded  by  the  SBA  and  the  intermediary. 


Within  the  short  time  the  program  has  been  in  operation, 
microloans  have  provided  highly  visible  results.  Jobs  are  being  cre- 
ated or  retained  at  a  rate  of  3.28  jobs  per  microloan.  In  some  in- 
stances, microloans  are  providing  a  way  off  welfare.  Microloans 
have  been  for  as  little  as  $125  and  the  national  average  size  of  a 
microloan  is  $10,700.  Let  me  repeat,  that's  more  than  3  jobs  cre- 
ated or  retained  for  every  $10,700  loaned  to  microborrowers. 

At  this  juncture,  about  2V2  years  since  the  first  intermediary  was 
funded,  100  percent  of  the  loans  to  intermediaries  are  current. 
While  we  are  very  pleased  with  this  fact,  we  do  recognize  that  it's 
a  very  young  program  and  as  the  program  matures  the  currency 
rate  may  drop  below  100  percent.  It  is  our  expectation  however 
that  the  15  percent  loan  loss  reserve  will  be  more  than  enough  to 
protect  the  Government's  interests. 

Who  are  these  borrowers?  Forty-three  percent  are  women  owned 
businesses.  Thirty-six  percent  are  minority  owned  businesses,  12.5 
percent  are  veteran  owned  businesses  and  40  percent  are  startup 
enterprises.  Businesses  receiving  microloans  are  in  many  indus- 
tries. Thirty-four  percent  are  in  the  service  industry.  Almost  15 
percent  are  manufacturers.  Over  27  percent  of  microloans  have 
gone  to  retail  establishments. 

As  you  can  see,  Madam  Chair  and  committee  members,  this  dem- 
onstration program  is  off  to  a  good  start.  When  Administrator 
Lader  testified  before  this  committee  several  weeks  ago,  he  showed 
you  many  ways  the  SBA  of  1995  is  not  your  father's  SEA.  The 
Microloan  Demonstration  Program  is  an  excellent  example  of  the 
new  SBA.  We  hope  to  continue  working  with  you,  the  Congress, 
and  with  various  other  public  and  private  organizations  to  better 
serve  the  needs  of  the  smallest  of  small  businesses  in  the  most  effi- 
cient and  cost  effective  way. 

Thank  you  for  the  opportunity  to  testify  today.  I'll  be  pleased  to 
answer  any  questions  you  may  have. 

Chairwoman  Meyers.  Thank  you  very  much,  Patricia. 

[Ms.  Forbes'  statement  may  be  found  in  the  appendix.] 

Chairwoman  Meyers.  I'll  ask  one  short  question  and  then  recog- 
nize Mr.  LaFalce  and  then  we  will  just  take  the  Members  in  the 
order  in  which  they  came  in. 

Ms.  Forbes,  you  said  something  about  so  far  the  program  was  in 
very  good  shape,  that  we  anticipated  that  as  the  program  got  older 
that  maybe  we  would  begin  to  see  some  problems.  I  guess  this  just 
follows  with  some  logic.  The  more  people  you  have  participating, 
you're  liable  to  have  more  problems. 

But  let  me  ask  this.  What  is  our  loss  rate  right  now?  What  is 

Ms.  Forbes,  there  are  two  types  of  loans  here.  The  loss  rate  on 
the  loans  from  the  SBA  to  the  intermediary  is  zero. 

Chairwoman  Meyers.  Good. 

Ms.  Forbes.  The  loss  rate  from  the  intermediaries  to  the  borrow- 
ers is  less  than  2  percent,  which  is  excellent.  But  100  percent  is 
probably  an  unrealistic  number. 

Chairwoman  MEYERS.  Yes,  because  until  recently  we  only  had  25 
and  30  intermediaries,  didn't  we? 

Ms.  Forbes.  That's  right. 

Chairwoman  Meyers.  Now  we  have  authorizes  going  to  about 
100. 
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Ms.  Forbes.  It's  101  right  now,  but  the  authorization  that  was 
passed  last  summer  raised  it  to  200. 

Chairwoman  Meyers.  Two  hundred,  OK.  But  the  101  are  al- 
ready up  and  operating? 

Ms.  Forbes.  That's  correct.  However,  some  of  them  were  just 
started  last  summer  or  last  fall. 

Chairwoman  Meyers.  All  right.  Thank  you  very  much. 

Mr.  LaFalce? 

Mr.  LaFalce.  No  questions.  I  just  want  to  thank  Ms.  Forbes  for 
her  testimony  and  also  on  the  job  you're  doing  at  SBA. 

Chairwoman  Meyers.  Mr.  Manzullo? 

Mr.  Manzullo.  Thank  you. 

I  appreciate  your  coming  here  this  afternoon. 

Could  you  tell  us  exactly  how  much  money  this  program  costs 
the  Federal  Government?  Do  you  know  what  the  outlay  is  to  the 
banks  and  the  rate  of  return? 

Ms.  Forbes.  Are  you  talking  about  the  appropriation  or  the  ad- 
ministrative costs? 

Mr.  Manzullo.  I'm  talking  about  the  total  costs — everything.   - 

Ms.  Forbes.  I  can  tell  you  for  this  year.  The  administrative  costs 
are  about  half  a  million  dollars.  I'm  not  sure  I  could  tell  you  for 
the  2  prior  years. 

Mike  Heame  is  from  our  Budget  Office.  Maybe  he  can  address 
this. 

Mr.  Hearne.  For  fiscal  year  1995,  we  had  $1,216  million  appro- 
priated for  the  guarantee  program  and  $1.9  million  appropriated — 
pardon  me,  $5.3  million  appropriated  for  the  direct  program.  In  ad- 
dition, there  was  $9  million  appropriated  for  the  microioan  grants. 

Chairwoman  Meyers.  Now,  say  that  again.  I'm  sorry. 

[Editors  Note:  Figures  in  brackets  indicate  new  dollar  amounts 
subsequently  supplied  by  the  witness.] 

Ms.  Forbes.  It's  about  $12  milhon  [$16  milHon];  $12  milHon 
[$15.5  million]  appropriated  plus  half  a  million  in  administrative 
costs. 

Mr.  Hearne.  And  the  first  two  numbers  I  spoke  of  were  the  sub- 
sidy budget  authority  for  each  of  the  two  programs. 

Chairwoman  Meyers.  Well,  that's  confusing.  Tell  us  what  we  ap- 
propriated. 

Mr.  Hearne.  That  is  what  was  appropriated. 

Chairwoman  Meyers.  That  is  the  appropriated  amount? 

Mr.  Hearne.  Yes,  ma'am. 

Chairwoman  Meyers.  $12  million  [$16  million],  right? 

Mr.  Hearne.  That's  correct. 

Chairwoman  Meyers.  And  then  a  half  a  million  for  the  adminis- 
trative costs.  So,  the  total  cost  of  the  program  then  would  be  $  12.5 
million  [$16  million],  counting  both  administrative  and  the  subsidy 
for  the  loans. 

Mr.  Manzullo.  Does  that  seem  high,  a  half  million  dollars,  for 
a  $12  milHon  [$15.5  million]  outlay? 

Mr.  Hearne.  Mr.  Manzullo,  if  I  could  address  that.  The  half  mil- 
lion dollars  is  supporting  a  budget  authority  of  possibly  $6  million 
[$6.5  million],  which  is  then  leveraged  to  an  amount  exceeding,  $50 
million  [$37  million]. 


Mr.  Manzullo.  Well,  the  $12  million  [$15.5  million]  produces 
how  much? 

Ms.  Forbes.  I  can  explain  this.  There  are  three  different  pro- 
grams. The  one 

Mr.  Manzullo.  This  is  the  microloan  we're  talking  about? 

Ms.  Forbes.  Right.  For  the  direct  loan  program  to  which  this 
chart  refers,  the  appropriation  is  $5.6  million  [$5.3  million]  for  this 
year.  The  grant  part  is  $9  million,  but  the  program  level  was  $27 
million  because  the  subsidy  that  Congress  appropriates  on  a  loan 
program  is  not  the  full  amount  of  the  loan  but  the  amount  to  cover 
predicted  losses.  The  subsidy  for  a  grant  is  100  percent  of  the 
grant. 

Mr.  Manzullo.  I  think  I  was  clearer  before  you  attempted  to 
clear  it  up. 

Chairwoman  Meyers.  Excuse  me.  I'm  a  little  confused  too. 

Mr.  Manzullo.  Go  ahead.  You're  as  confused  as  I  am. 

Chairwoman  Meyers.  The  $9  million  is  not  a  subsidy,  it  is  the 
full  amount  of  the  program. 

Ms.  Forbes.  Full  amount  of  the  grant. 

Chairwoman  Meyers.  Full  amount  of  the  grant. 

Ms.  Forbes.  Right. 

Chairwoman  ^teYERS.  Except  they  have  to  match  that  with  25 
percent,  don't  they? 

Ms.  Forbes.  That's  correct. 

Chairwoman  MEYERS.  OK  But  then  the  $5.6  milhon  [$5.3  mil- 
lion] leverages. 

Ms.  Forbes.  Yes,  to  $27  million. 

Chairwoman  Meyers.  To  $27  million,  so  that . 

Ms.  Forbes.  That  has  to  be  matched  by  15  percent. 

Chairwoman  Meyers.  I  see.  I'm  coming  out  with  a  different  total 
than  $12.5  million  now.  I'm  coming  out  with  $5.6  million  [$5.3  mil- 
lion] that  leverages  the  loans,  $9  million  for  the  ffrant  program  and 
that's  $14.6,  and  a  half  milHon  administrative  is  $15  milHon. 

Ms.  Forbes.  Then  there's  $1,216  for  the  guarantee. 

Chairwoman  MEYERS.  So,  the  entire  cost  of  the  program  then  is 
$16  million? 

Ms.  Forbes.  Just  about. 

Chairwoman  Meyers.  Don? 

Mr.  IVIanzullo.  So,  $16  million  in  taxpayers  funds  went  to  fund 
this  program? 

Ms.  Forbes.  That's  correct. 

Mr.  Manzullo.  And  of  that  a  half  million  dollars  was  adminis- 
trative? 

Ms.  Forbes.  That's  correct. 

Mr.  Manzullo.  Is  that  administrative  in  the  SBA  or  does  that 
include  the  intermediary  lenders? 

Ms.  Forbes.  That's  the  SBA's  administrative  cost. 

Mr.  Manzullo.  Isn't  that  a  lot  of  money  for  such  a  small  pro- 
gpram?  A  half  a  million  dollars  to  administer  32  times  the  amount 
of  the  administrative  budget? 

Ms.  Forbes.  This  is  for  1  year.  John,  why  don't  you  answer? 

Mr.  Cox.  The  half  a  million  dollars  is  1  year's  cost  to  handle  a 
total  portfolio  of  about  $48  million  right  now. 

Ms.  Forbes.  Because  it's  multiple  years. 
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Mr.  Manzullo.  Is  that  just  the  central  office? 

Ms.  Forbes.  Right. 

Mr.  Cox.  This  is  all  centralized.  There's  no  field  operations  to  it. 

Mr.  Manzullo.  So  what  you're  telling  us  is  that  of  the  $800  mil- 
lion annual  operating  budget  of  the  SBA,  a  half  million  of  that  is 
for  administration  of  the  Microloan  Program. 

Ms.  Forbes.  That's  correct. 

Mr.  Manzullo.  And  the  most  recent  figures  demonstrate  that 
$12  million  of  taxpayers  dollars  was  sent  to  the  intermediary  lend- 
ers. 

Ms.  Forbes.  Well,  if  we  use  the  revised  number  of  $16  million, 
$15.5  million  is  leverage  for  loans  or  grants:  $27  million  [$37  mil- 
lion] is  the  amount  available  and  $9  million  is  the  amount  for 
grants. 

Mr.  Manzullo.  What  do  these  grants  do?  I'm  really  confused 
now. 

Ms.  Forbes.  I'm  sorry.  Did  you  miss  that  when  I  talked  about 
the  chart? 

Mr.  Manzullo.  No,  I  saw  that,  but  I  can't  figure  it  out.  These 
funds  don't  have  to  be  paid  back? 

Ms.  Forbes.  That's  right.  Grants  in  the  Government  generally 
don't  have  to  be  paid  back. 

Mr.  Manzullo.  For  technical  assistance. 

Ms.  Forbes.  That's  correct. 

Mr.  Manzullo.  So  then  we  have  $16  million  in  loans  and  how 
much  in  grants? 

Chairwoman  Meyers.  No,  that  does  include  the  amount  of 
grants  because  I  think — now,  as  I  understand  this,  this  is  $9  mil- 
lion for  grants  and  $5.6  [$5.3]  that  is  a  direct  loan  to  the 
intermediaries  and  $1.2  million  in  the  guaranteed  program  to 
intermediaries. 

Ms.  Forbes.  But  that  is  a  subsidy.  The  $1.2  and  the  $5.6  [$5.3] 
are  the  subsidies. 

Chairwoman  Meyers.  That's  right.  I  understand. 

Ms.  Forbes.  The  $1.2  supports  a  $10  milHon  program  and  the 
$5.6  supports  at  $27  million  program. 

Chairwoman  Meyers.  So  we  leverage  $37  million  with  our  direct 
program  and  our  guaranteed  program  and  that's  the  $5.6  [$5.3] 
plus  the  $1.2,  right? 

Mr.  Manzullo.  What  about  the  $9  million  in  grants? 

Ms.  Forbes.  It's  included  in  the  $16. 

Chairwoman  Meyers.  And  then — see,  if  you  take  the  $5.6  [$5.3] 
and  the  $1.2,  that  is  a  subsidy  and  it  leverages  $37  million  in 
loans.  But  then  with  every  one  of  these  loans,  you  have  to  have 
technical  assistance,  right? 

Ms.  Forbes.  That's  correct. 

Mr.  Manzullo.  But  that's  administration.  That's  teaching  people 
how  to  run  their  businesses.  That's  going  to  be  $9  million?  That's 
over  half  What  do  these  people  do  for  $9  million? 

Ms.  Forbes.  They  do  a  lot  of  very  intensive  management,  mar- 
keting and  technical  assistance. 

Mr.  Manzullo.  That's  an  extraordinary  amount  of  money  in  ad- 
ministrative expenses.  Now,  the  actual  amount  of  dollars  that  goes 


from  the  SBA  to  the  intermediate  lenders  is  how  much  in  actual 
dollars? 

Chairwoman  Meyers.  $5.6  [$5.3]  and  $1.2? 

Ms.  Forbes.  No.  What  goes  to  the  intermediary  lenders  is  the 
$27  million  in  total  loans  and  then  they  get  up  to  25  percent  of 
whatever  their  loan  amount  is  in  the  technical  assistance  grants. 

Mr.  Manzullo.  Who  gets  that?  Lenders? 

Ms.  Forbes.  Yes. 

Mr.  Manzullo.  So  the  lenders  are  making — in  addition  to  get- 
ting the  interest  back — money  on  the  grants. 

Ms.  Forbes.  They're  not  making  money.  They're  using  the  money 
to  hire  people  to  provide  technical  assistance. 

Mr.  Manzullo.  But  they're  spending  $9  million  in  technical  as- 
sistance to  take  care  of  $27  million  in  loans.  Is  that  correct? 

Ms.  Forbes.  That's  correct. 

Mr.  Manzullo.  That's  in  addition  to  a  half  million  on  the  SBA 
Central  Office. 

Ms.  Forbes.  That's  right. 

Mr.  Manzullo.  I  would  submit  that  that  $9  million  is  an  ex- 
traordinary amount  of  money.  You  have  to  figure  that  into  the  cost 
of  this  loan.  It's  not  being  paid  back? 

Ms.  Forbes.  Yes. 

Mr.  Manzullo.  $9.5  million  is  not  being  paid  back. 

Ms.  Forbes.  That's  correct,  but  the  loan  part  of  it  is  and  it's  pro- 
viding access  to  capital  to  people  would  not  otherwise  have  access. 

Mr.  Manzullo.  I  understand  it.  I  understand  it.  But  this  is  an 
extraordinarily  expensive  operation  and  I  would  be  most  interested 
in  finding  out  how  the  SBA  could  reduce  those  grants.  I  would  like 
further  information  on  exactly  who  is  getting  these  grants,  where 
is  the  money  going  and  what  is  being  done  with  this  money. 

Ms.  Forbes.  I'm  happy  to  provide  that. 

Mr.  Manzullo.  Do  we  have  a  list  on  that? 

[The  information  was  subsequently  supplied  by  Ms.  Forbes  and 
may  be  found  in  the  appendix.] 

Ms.  Forbes.  Yes,  it's  a  very  detailed  list.  I  believe  that  was  pro- 
vided to  your  staff. 

Mr.  Manzullo.  And  are  the  recipients  of  these  grants  owners  of 
these  intermediary  lending  institutions? 

Ms.  Forbes.  They're  the  same  entity,  yes. 

Mr.  Manzullo.  The  same  entity? 

Ms.  Forbes.  Yes. 

Chairwoman  Meyers.  We  may  hear  some  further  about  this,  Mr. 
Manzullo.  We  may  hear  some  more  about  this  in  our  second  panel 
also. 

Mr.  Poshard. 

Mr.  Poshard.  Madam  Chairman,  forgive  me  for  being  late.  I 
would  like  to  ask  unanimous  consent  to  enter  an  opening  state- 
ment for  the  record,  if  I  may. 

Chairwoman  Meyers.  Without  objection. 

Mr.  Poshard.  I  guess  I  would  just  add  a  couple  of  small  com- 
ments or  questions. 

It's  my  understanding,  Ms.  Forbes,  from  your  testimony  that  the 
national  average  for  microloan  is  $10,700. 

Ms.  Forbes.  That's  correct. 
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Mr.  PosHARD.  And  that  on  average  that  creates  about  3.28  jobs 
and  you  have  data  to  confirm  that.  Is  that  correct? 

Ms.  Forbes.  That's  right. 

Mr.  PosHARD.  I  know  that  may  not  sound  all  that  great  to  some 
folks,  but  I  know  back  in  my  own  State  the  State-run  agency  for 
promoting  economic  development  in  Illinois,  the  Department  of 
Commerce  and  Community  Affairs,  which  I  think  over  the  years 
has  done  a  pretty  good  iob  in  helping  create  a  lot  of  jobs  in  the 
State,  their  rule  of  thumb  for  job  creation  is  about  $5,000  for  each 
loan  or  grant  per  job.  So,  on  average,  I  would  say  the  Microloan 
Program  here  with  respect  to  job  creation  at  least  has  done  a  fairly 
reasonable  job,  based  on  what  knowledge  I  have  of  the  program 
run  back  in  my  home  State. 

I  do  have  questions  and  so  that  I  would  like  to  ask  you,  but  hav- 
ing come  in  late  and  not  having  briefed  myself  on  your  entire  testi- 
mony, I'd  like  permission.  Madam  Chair,  if  I  may,  to  submit  some 
questions  in  writing. 

Chairwoman  Meyers.  Without  objection. 

Let  me  ask  you,  Ms.  Forbes,  will  you  be  able  to  stay  through  the 
second  panel 

Ms.  Forbes.  Yes,  certainly. 

Chairwoman  Meyers  [continuing],  in  case  Members  think  of 
questions  they  would  like  to  ask? 

Ms.  Forbes.  Sure. 

Let's  go  next  to — the  next  person  on  my  list  is  Linda  Smith  and 
then  weHl  return  to  Mr.  LaFalce. 

Ms.  Smith.  Thank  you.  Madam  Chair. 

I  just  want  to  make  sure  I  fully  understand  it  before  you  go  on. 
I've  dealt  quite  a  bit  with  small  businesses  and  small  business 
management  and  so  I  understand  there  have  been  times  where 
capital  is  an  issue.  I  just  want  to  make  sure  that  you'fe  saying  that 
we  have  to — we're  nearly  20  percent  here.  I  was  looking  at  the 
rate. 

Ms.  Forbes.  That's  correct. 

Ms.  Smith.  And  that  if  we  don't  do  that,  that  these  businesses 
are  the  kind  at  risk  that  they  would  not  be  managed  by  anybody 
else  unless  we  subsidize  them  and  that  the  banks  would  say  no  be- 
cause of  their  size  and  the  risk.  They  could  not  get  started.  Yet 
you're  saying  that  they  haven't  seemed  to  be  a  higher  risk  because 
they  do  not  nave  the  default  rate.  So,  I  guess  I  wonder  with  that 
if  they  truly  do  not  have  the  default  rate  or  the  problem,  if  maybe 
there  would  not  be  a  history  that  shows  that  they  are  not  as  high 
risk  as  we  might  have  thought  and  that  maybe  there  wouldn't  be 
a  market. 

It  would  be  pretty  sweet  for  me  to  sit  up  in  a  bank,  and  I've  been 
involved  in  that  too,  and  know  that  I  could  get — the  Bank  of  Van- 
couver, I  have  some  friends  that  have  set  this  bank  up.  If  I  could 
get  a  certain  number  of  people  funded  by  the  Government  to  han- 
dle loans,  they  certainly  would  do  other  things  in  my  business  too. 
I  mean  I'd  just  have  more  people  in  this  bank. 

Ms.  Forbes.  Right. 

Ms.  Smith.  I  guess  I  have  some  real  problem  with  that,  but  I 
also  have  to  be  sure  that  there  is  still  a  need.  We  haven't  shown 
they're  low  enough  risks. 
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Ms.  Forbes.  This  program  is  2V2  years  since  the  first 
intermediary  was  funded.  So,  it's  a  very  short  track  record.  We 
really  can't  say  how  much  the  risk  is.  But  generally,  these  people 
have  been  not  bankable  under  any  of  our  other  programs.  They're 
not  bankable  under  their  regular  banking  relationships. 

The  reason  this  program  works  is  because  of  the  technical  assist- 
ance. It  substitutes  for  some  of  the  traditional  lending  criteria. 
There's  collateral  sometimes,  but  the  technical  assistance  is  what 
helps  these  businesses  gets  the  loans.  They  make  a  track  record, 
working  with  the  intermediary  and  at  the  end  of  that  time  hope- 
fully they  will  be  bankable. 

Ms.  Smith.  Basically  you're  saying  that  is  minimizing  the  risk  of 
default  and  without  that  you  don't  think  that  they  would  be  quali- 
fied for  loans? 

Ms.  Forbes.  That's  correct. 

Ms.  Smith.  OK  Thank  you. 

Chairwoman  Meyers.  Mr.  LaFalce? 

Mr,  LaFalce.  Patty,  it  might  be  helpful  if  you  went  into  the  his- 
tory of  this  program.  It  started  up  about  4  years  ago  and  it  was 
really  Senator  Dale  Bumpers'  baby.  He  was  insistent  on  this.  I  had 
some  concerns  about  it  because  I  envisioned  it  as  a  very  expensive 
program.  But  to  be  sure,  there  was  a  real  need.  We  talk  about 
small  businesses  and  we  have  thousand  employee  businesses  and 
they're  defined  as  small,  500  and  they're  defined  as  small,  et 
cetera,  et  cetera.  Frequently  you  get  complaints  fi*om  the  true  mom 
and  pops  of  one  or  two  persons.  We're  small  and  yet  the  programs 
don't  really  meet  our  needs.  So,  this  miniloan  program  was  an  at- 
tempt to  meet  the  true  mom  and  pop  or  just  mom  or  just  pop  very, 
very  often. 

It's  especially  applicable  in  rural  America  where  you  didn't  have 
an  SBA  office  within  500  miles  or  so  and  you  need  some  special 
intermediaries.  So,  I  think  the  bulk  of  this  money  has,  in  fact,  gone 
to  a  mom  or  a  pop  in  rural  America. 

Can  you  give  us  some  graphic  illustration  of  the  type  of  business 
person  you're  helping,  not  just  with  the  money  but  with  the  edu- 
cation, counseling  that  makes  up  the  more  expensive  portion  of  the 
program?  Although  the  program  is  still  relatively  young,  can  you 
give  us  some  graphic  illustrations  of  the  type  of  beneficiaries  and 
then  some  type  of  qualitative  analysis  realizing  that  the  first 
intermediaries  didn't  even  get  funded  until  2V2  years  ago. 

Ms.  Forbes.  I'll  try.  This  program  was  started  in  large  part  be- 
cause Senator  Bumpers  heard  on  National  Public  Radio  a  piece 
that  highlighted  the  Good  Faith  Fund,  which  is  in  Pine  Bluff,  Ar- 
kansas. Pine  Bluff,  Arkansas,  as  you  may  or  may  not  know,  is  a 
very,  very  poor  area.  It's  in  the  Mississippi  Delta  and  there  is  not 
a  lot  of — there  are  some  banks  there,  but  there  is  not  a  lot  of  cap- 
ital for  a  small  business. 

The  particular  example  that  motivated  this  program  was  a 
woman  named  Dorothy  Quarrels.  She  had  worked  for  many  years 
cooking.  She  wanted  to  start  her  own  catering  business,  but  she 
couldn't  get  $1,600,  which  is  what  she  needed  to  start  the  business. 
Also,  she  had  never  had  her  own  business,  so  she  didn't  know  some 
of  the  technical  parts  of  running  a  business.  From  the  Good  Faith 
Fund,  that  has  a  maximum  loan  amount  of  $5,000,  she  was  able 
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to  borrow  $1,600.  She  bought  what  she  calls  a  cookstove  and  a 
warming  table.  She  was  able  to  get  a  lot  of  help  from  the  Good 
Faith  Fund  in  terms  of  learning  how  to  do  a  budget,  how  to  have 
a  checkbook,  how  to  have  a  bank  account,  things  that  most  of  us 
would  take  for  granted.  But  we  are  lucky,  we  have  been  educated. 
A  lot  of  people  haven't. 

The  last  time  I  checked,  which  was  about  6  months  ago,  the  busi- 
ness had  employed  one  other  person  full-time  and  two  other  people 
part-time.  Is  that  sufficient? 

Mr.  LaFalce.  That's  one  person.  Do  you  have  any  other  informa- 
tion regarding  the  t3T)e  of  beneficiary  to  the  program?  Do  you  have 
a  categorization  of  the  beneficiaries  so  that  I  might  get  a  better 
handle  on  it? 

Ms.  Forbes.  Other  than  the  percentage  of  which  ones  are  women 
owned  or  which  ones  are  minority  owned? 

Chairwoman  Meyers.  All  of  that  helps. 

Mr.  LaFalce.  That's  a  partial  hope.  But  I  was  hoping  too  you 
might  have  some  better  breakdown  of  the  type 

Ms.  Forbes.  Low  income,  for  example?  I  don't  have  the  numbers 
on  that. 

Mr.  LaFalce.  You  know,  200  would  be  in  catering  or  10  would 
be  in  catering,  12  would  be  in  some  type  of  service  business,  beau- 
tician business  or  whatever  it  might  be.  Whatever  type  of  break- 
down you  could  come  up  with  without  reinventing  all  the  informa- 
tion. I'm  talking  about  with  just  your  database.  That  would  be 
helpful. 

Ms.  Forbes.  OK 

Chairwoman  Meyers.  Thank  you. 

Before  I  go  to  Ms.  Kelly,  can  I  just  confirm  something  in  my  own 
head? 

Mr.  Manzullo,  are  you  listening? 

Now,  as  I  understand  it,  we  take  the  $37  million  and  loan  it  to 
the  intermediaries.  Is  that  correct? 

Ms.  Forbes.  $27  million,  yes,  that's  correct. 

Chairwoman  Meyers.  Well,  $27  million  and  $10  million. 

Ms.  Forbes.  The  $10  million  is  in  the  Guaranteed  Loan  Program 
we  haven't  started  yet. 

Chairwoman  Meyers.  I  understand.  All  right.  All  right.  Let's 
just  talk  about  the  $27  million  then  that  we  loan  to  the 
intermediaries  and  then  they  loan  on  to  borrowers.  You  were  say- 
ing that  the  loss  rate  from  the  intermediaries  was  zero. 

Ms.  Forbes.  To  us,  to  SBA. 

Chairwoman  Meyers.  To  SBA. 

Ms.  Forbes.  Right. 

Chairwoman  Meyers.  And  the  loss  rate  from  borrower  to 
intermediary  was  less  than  2  percent.  But  it  must  be  greater  than 
that  because  7.8  percent,  which  is  the  $5.6  [$5.3]  plus  the  $1.2,  is 
about  20  percent  of  the  total  that  we're  lending.  I  can't  put  together 
your  less  than  2  percent  with  the  20  percent. 

Ms.  Forbes.  The  less  than  2  percent  is  actually  what  our  records 
show  at  this  time.  The  almost  20  percent  is  the  subsidy  calculation 
that  0MB  assigns  to  this  program  based  on  their  estimates  of  cash- 
flow coming  into  the  program  and  out  of  the  program. 


13 

Chairwoman  MEYERS.  Do  we  anticipate  from  what  we  know  of 
the  program  at  this  time  that  we  will  need  that  full  20  percent  or 
do  we  have  any  idea  that 

Ms.  Forbes.  For  1996,  that  is  the  0MB  number  that  they  have 
given  us. 

Chairwoman  Meyers.  OK. 

Ms.  Forbes.  We're  hoping  over  time  that  we  can  bring  that  num- 
ber down. 

Ms.  Smith.  One  clarification.  It  sounds  to  me  like  0MB  is  figur- 
ing that  you're  going  to  have  a  worse  rate  than  you  have  been  so 
far. 

Ms.  Forbes.  That's  correct. 

Ms.  Smith.  And  they  may  build  that  in  and  you're  not  yet. 

Ms.  Forbes.  Not  yet,  that's  right.  We  hope  not  to. 

Chairwoman  Meyers.  Ms.  Kelly? 

Ms.  Kelly.  Thank  you,  Madam  Chair. 

I  think  that  this  seems  like  a  very  interesting  and  good  program. 
I  just  have  a  question  or  two  about  the  money  flow. 

Do  you  give  the  money  to  the  intermediaries  before  they  actually 
have  someone  to  give  it  to,  to  loan  it  out  to?  How  does  that  money 
work?  I'm  a  little  unclear  from 

Ms.  Forbes.  I'll  let  John  Cox,  who  is  our  program  manager,  an- 
swer that  question. 

Mr.  Cox.  We  approve  a  loan  to  an  intermediary.  However,  we 
have  step  disbursements  based  on  their  loan  volumes.  In  other 
words,  the  money  doesn't  leave  the  Treasury  until  they  have  a  need 
for  the  funds.  For  instance,  we've  approved  $48.6  million  in  loans. 
We've  disbursed  $29.6  million.  The  balance  of  that  is  still  in  the 
Treasury  waiting  for  their  need. 

Ms.  Kelly.  So  there's  no  idle  funds  legislation  written  into  this, 
is  that  correct? 

Mr.  Cox.  No.  Out  of  $29.6  million,  they've  disbursed  $27.5  mil- 
lion to  the  small  businesses. 

Ms.  Kelly.  And  when  they  get  it,  it's  to  go  out  immediately?  It 
doesn't  sit. 

Mr.  Cox.  That's  right. 

Ms.  Kelly.  So,  there's  no  float  from  what  they  get,  is  that  cor- 
rect? 

Mr.  Cox.  Very  small  float,  less  than  $2  million  float  nationwide. 

Ms.  Kelly.  When  you  say  less  than  $2  million  nationwide,  is 
that  pretty  fairly  spread  across  the  Nation? 

Mr.  Cox.  Yes. 

Ms.  Kelly.  It's  not  just  aggregated  in  one  State  or  another? 

Mr.  Cox.  Oh,  no.  It's  spread  across  all  101  intermediaries. 

Ms.  Kelly.  That's  $2  million,  is  that  correct? 

Mr.  Cox.  $2  million  float,  roughly  that. 

Ms.  Kelly.  OK.  Who  gets  to  keep  that  then,  the  intermediary? 

Mr.  Cox.  No.  That's  funds  waiting  for  disbursement. 

Ms.  Kelly.  Oh,  OK.  Thank  you. 

Mr.  Cox.  It's  in  their  checking  account  waiting  for  disbursement. 

Ms.  Kelly.  OK.  But  they're  not  going  to — they  make  no  money 
on  it,  is  that  correct?  I'm  just  wondering,  are  they  putting  it  some- 
where where  they  are  able  to  make  an  interest?  There's  got  to  be 
a  little  float  in  there.  Who's  making  what  money  on  it? 
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Mr.  Cox.  Yes,  they  can  collect  interest.  However,  that  has  to  go 
to  the  program. 

Ms.  Kelly.  It  has  to  go?  It's  mandated  to  go? 

Mr.  Cox.  That's  right. 

Ms.  Kelly.  Thank  you  very  much. 

Chairwoman  Meyers.  Mr.  LoBiondo,  do  you  have  questions? 

Mr.  LoBiondo.  No. 

Chairwoman  Meyers.  Mr.  Chabot? 

Mr.  Chabot.  No,  Madam  Chair. 

Chairwoman  Meyers.  All  right.  I  think  at  this  point,  unless  Mr. 
Torkildsen  wants  to  ask  a  question,  we'll  go  to  the  second  panel. 

Mr.  Torkildsen.  I'll  pass.  Madam  Chair.  I  will  submit  something 
for  the  record. 

Chairwoman  MEYERS.  All  right.  Thank  you  very  much. 

We  will  proceed  to  our  second  panel.  Ms.  Forbes  and  Mr.  Cox 
have  indicated  that  they  can  stay  and  so  will  be  available  for  ques- 
tions later. 

Chairwoman  Meyers.  I  think  let's  start  at  this  end  of  the  table 
with  Ellen  Golden  and  then  Mr.  Martinez,  Ms.  LeGrand  and  Mr. 
Toolan  and  Mr.  Daugherty  and  Mr.  Schall,  in  that  order. 

Our  next  witness  is  Ellen  Golden  of  Coastal  Enterprises  Incor- 
porated, a  lending  intermediary  from  Wiscasset,  Maine. 

TESTIMONY  OF  ELLEN  GOLDEN,  COASTAL  ENTERPRISES 
INCORPORATED,  WISCASSET,  ME 

Ms.  Golden.  Thank  you,  Madam  Chair  and  members  of  the  com- 
mittee. I'm  pleased  to  be  asked  to  testify  this  afternoon. 

For  the  sake  of  time,  I'm  going  to  summarize  my  remarks,  but 
also  request  that  my  full  statement  be  submitted. 

Chairwoman  MEYERS.  Without  objection. 

Ms.  Golden.  I'm  a  senior  program  officer  with  Coastal  Enter- 
prises in  Wiscasset,  Maine,  and  I'm  also  a  member  of  the  Board  of 
Directors  of  the  Association  for  Enterprise  Opportunity,  which  is  a 
national  trade  association  for  microenterprise  organizations.  AEO 
has  approximately  400  members  and  it  supports  the  field  through 
information,  training,  resource  development,  policy  development 
and  advocacy. 

Coastal  Enterprises  is  a  private  nonprofit  501(c)3  community  de- 
velopment corporation  which  provides  financing  and  technical  as- 
sistance in  the  development  of  small  businesses,  social  services, 
and  affordable  housing.  We're  a  licensed  SBA  504  development  cor- 
poration. We're  a  certified  packager  for  the  Finance  Authority  of 
Maine.  We're  a  subcenter  under  the  Small  Business  Development 
Center  Program  and  we're  an  intermediaiy  under  the  SBA  Wom- 
en's Prequalified  Loan  Pilot  Guarantee  Program. 

Incorporated  in  1977,  CEI  manages  a  pool  of  $20  million  in  loan 
funds  raised  from  a  variety  of  public  and  private  sources.  We've 
been  involved  in  more  than  $90  miUion  in  financing  to  over  500 
businesses  that  have  created  approximately  6,000  jobs. 

Since  1986,  when  CEI  created  the  Enterprise  Development  Fund 
in  order  to  provide  financing  and  technical  assistance  to 
microbusinesses,  we've  provided  nearly  $4  million  to  300 
microbusinesses  and  provided  technical  assistance  to  approximately 
6,500  fledgling  entrepreneurs. 
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CEI  serves  a  10  county  area  with  the  SBA  Microloan  Program 
in  Maine.  Maine,  as  Fm  sure  you  all  know,  is  a  poor  rural  State. 
Our  largest  city  has  a  population  of  65,000.  We're  also  a 
microbusiness  State.  Fully  60  percent  of  our  businesses  employ 
four  or  fewer  people  and  at  12  percent,  our  self-employment  rate 
is  higher  than  the  national  average. 

Since  closing  our  first  loan  with  the  SBA  in  September  '92,  we've 
made  102  loans  totaling  $1.28  million  for  an  average  loan  size  of 
$12,500.  Those  businesses  have  created  or  retained  235  jobs  for  an 
average  cost  of  about  $5,500.  The  range  of  loans  have  been  from 
$1,800  up  to  the  maximum  of  $25,000.  Approximately  40  percent 
of  those  businesses  are  start-ups,  three-quarters  of  the  businesses 
are  in  rural  areas,  and  more  than  half  represent  ownership  oppor- 
timities  for  women.  The  businesses  are  diverse  and  the  owners  are 
just  about  as  diverse  as  the  businesses.  They  certainly  serve  to 
challenge  our  assumptions  about  who  can  become  an  entrepreneur. 

I've  attached  a  profile  of  our  portfolio  to  my  testimony. 

I  would  like  you  to  know  that  the  Microloan  Program  has  been 
a  valuable  resource  to  us  in  Maine.  While  it's  often  assumed  that 
most  business  owners  obtain  capital  from  banks,  the  reality  is  very 
different.  A  survey  conducted  by  CEI  in  1991  of  Maine  businesses 
with  between  1  and  9  employees  shows  that  only  37  percent  of  the 
respondents  obtained  startup  capital  from  a  commercial  bank  and 
only  48  percent  obtained  expansion  capital  from  that  same  source. 
This  is  despite  the  fact  that  over  78  percent  applied  for  bank  fi- 
nancing. The  majority  relied  in  personal  savings  for  startup  funds 
and  cash-flow  for  expansion  financing.  For  individuals  with  limited 
resources,  the  inability  to  access  external  sources  of  capital  stifles 
their  ability  to  grow. 

However,  credit  by  itself  is  not  sufficient  for  business  success. 
The  majority  of  microentrepreneurs  also  need  technical  assistance 
to  help  them  develop  the  skills  that  they  need  so  that  they  can  suc- 
ceed in  business,  yet  access  to  technical  assistance  can  be  as  prob- 
lematic as  access  to  credit  for  many  microbusinesses.  According  to 
that  same  survey,  nearly  half  of  the  business  owners  sought  advice 
prior  to  the  startup  of  their  business  and  approximately  75  percent 
continue  to  seek  advice  for  business  operations.  It  is  not  surprising 
that  resources  such  as  the  Small  Business  Development  Centers 
and  the  Service  Corps  of  Retired  Executives  are  strained  and  a 
business  must  wait  4  to  6  weeks  to  meet  with  a  business  counselor. 

In  addition,  approximately  30  percent  of  the  respondents  re- 
ported that  they  had  difficulty  in  obtaining  good  advice.  Among  the 
reasons  cited  were  that  service  providers  did  not  understand  their 
businesses  and  were  not  empathetic.  Microbusinesses  do  not  match 
the  profile  of  the  businesses  targeted  by  traditional  business  assist- 
ance resources  whose  expertise  is  often  based  on  experience  with 
existing  manufacturing,  fast-growing,  job  generating  small  busi- 
nesses. 

In  addition,  providing  technical  assistance  to  microenterprises  is 
labor  intensive  and  the  needs  of  individual  businesses  can  exhaust 
the  capacity  of  traditional  resources  to  respond.  Linking  the  provi- 
sion of  technical  assistance  to  organizations  with  specific  expertise 
in  microenterprise  development  ensures  that  the  assistance  will  fit 
the  scale  of  operations,  match  the  skill  level  of  the  owner,  acknowl- 
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edge  the  impact  of  the  issues  of  race,  gender,  transfer  payments 
and  resource  hmitations  on  business  development  and  be  available 
on  an  ongoing  basis. 

By  coordinating  the  provision  of  technical  assistance  with  the 
availability  of  financing  and  delivering  both  services  through 
intermediaries  who  are  experienced  in  microenterprise  develop- 
ment, the  Microloan  Program  responds  to  the  needs  of 
microenterprises  for  technical  as  well  as  financial  support. 

I  see  I  don't  have  very  much  time  remaining.  I  have  some  sug- 
gestions for  program  development,  but  for  the  sake  of  time  I'll  fore- 
go talking  about  those  and  encourage  you  to  read  them  in  my  testi- 
mony. Instead,  I'd  rather  talk  about  one  of  our  borrowers. 

The  person  I'd  like  to  tell  you  about  is  a  27  year  old  sign  maker 
who  lives  in  a  rural  community  in  Central  Maine.  When  he  came 
to  us,  he  was  married  with  two  children.  At  that  time,  he  and  his 
family  were  living  below  the  poverty  level.  He  approached  us  after 
he'd  been  turned  down  by  a  bank  in  the  spring  of  1993.  Approxi- 
mately 6  months  later,  after  intensive  technical  assistance,  a  re- 
vamping of  his  business  plan  and  a  restructuring  of  his  loan  re- 
quest, he  received  a  loan  of  $10,000  fi^om  CEI,  During  his  first  year 
of  operations,  he  was  able  to  generate  $110,000  in  sales  with  a  net 
profit  of  $18,000.  He  created  a  job  for  himself,  one  for  his  brother 
and  one  for  his  father,  who  is  on  disability.  His  family  income  now 
exceeds  poverty  and  he's  used  the  business  profits  to  add  to  his 
business  assets  as  well  as  his  personal  assets.  However,  he  is  still 
unable  to  access  conventional  credit. 

He  recently  returned  to  CEI  and  requested  additional  financing 
and  we  just  approved  a  second  loan  that  will  enable  him  to  pur- 
chase equipment  so  that  he  can  expand  the  kinds  of  services  that 
he  provides.  He  anticipates  adding  an  additional  part-time  job  over 
the  next  few  months.  We  talked  with  him  and  he  thinks  it's  a  good 
training  opportunity  for  a  youth  and  CEI  will  be  working  with  him 
and  the  local  vocational  center  to  ensure  an  appropriate  referral. 
He  would  not  be  in  business  today  were  it  not  for  the  Microloan 
Program. 

Thank  you. 

Chairwoman  Meyers.  Thank  you  very  much,  Ms.  Golden.  We  ap- 
preciate your  trying  as  much  as  possible  to  adhere  to  the  time 
limit,  so  we  will  have  time  to  ask  questions. 

[Ms.  Golden's  statement  may  be  found  in  the  appendix.] 

Chairwoman  Meyers.  Our  next  witness  is  Joe  Martinez,  the  Eco- 
nomic Development  Director  of  Chicanos  Por  La  Causa,  a  nonprofit 
community  development  agency  that  offers  SBA's  Microloan  Pro- 
gram as  one  of  its  economic  development  tools. 

Mr.  Martinez? 

TESTIMONY  OF  JOE  MARTINEZ,  ECONOMIC  DEVELOPMENT 
DIRECTOR,  CHICANOS  POR  LA  CAUSA,  PHOENIX,  AZ 

Mr.  Martinez.  Good  afternoon,  ladies  and  gentlemen. 

My  name  is  Joe  Martinez.  I  work  with  Chicanos  Por  La  Causa. 
It's  a  nonprofit  community-wide.  State-wide  development  corpora- 
tion headquartered  in  Phoenix.  We  have  23  offices  throughout  the 
State.  We've  been  in  existence  for  over  25  years  now  addressing  the 
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issues  of  housing,  education,  health,  economic  development  and 
employment. 

Since  1969,  CPLC  has  developed  into  one  of  the  largest  commu- 
nity development  corporations  providing  services,  programs  and 
economic  development  planning  for  people  from  all  social  and  eco- 
nomic groups  throughout  the  State  of  Arizona. 

CPLC's  interest  with  the  Small  Business  Administration's 
Microloan  Program  began  approximately  1  year  prior  to  the  pro- 
gram being  enacted  by  Congress.  CPLC  has  been  in  support  of 
small  business  for  many  years  and  was  excited  about  the  imple- 
mentation of  this  particular  program. 

In  1992,  CPLC  requested  and  was  granted  a  $300,000  loan  from 
the  SBA.  CPLC  has  two  main  offices.  One  of  them  is  in  Phoenix 
and  one  of  them  is  in  Tucson.  We  requested  $300,000,  $175,000  to 
be  used  for  metro  Phoenix  and  $125,000  to  be  used  for  metro  Tuc- 
son. The  reason  for  the  difference  is  because  Phoenix  has  a  much 
larger  population  than  metropolitan  Tucson.  Since  then,  CPLC  has 
lent  out  the  entire  amount  and  more.  When  I  say  more,  it's  because 
of  the  loans  that  have  been  repaid  and  then  relent  once  again. 

We  have  subsequently  requested  a  half  million  dollars  from  the 
SBA  and  we're  getting  geared  up  for  that  particular  program. 

In  June  of  1992,  the  SBA  issued  a  news  release  regarding  the 
Microloan  Program,  which  was  then  reported  by  the  Wall  Street 
Journal.  The  day  the  Wall  Street  Journal  published  the  story,  we 
began  receiving  phone  calls  requesting  information  on  this  particu- 
lar program.  What's  funny  about  it  is  we  hadn't  been  told  about  the 
award  of  the  SBA  Program  as  of  yet,  so  when  we  started  receiving 
phone  calls  we  were  extremely  surprised.  But  we  did  get  informa- 
tion shortly  thereafter. 

CPLC  has  implemented  an  extensive  marketing  program  for  this 
program  and  uses  the  community's  resources  to  promote  it.  CPLC 
works  in  partnership  with  the  local  SBA  office  in  Phoenix,  the  local 
Small  Business  Development  Centers,  the  minority  business  devel- 
opment centers  and  banks  and  local  municipalities.  We  also  con- 
duct workshops  and  are  included  in  the  community  referral  serv- 
ices. These  small  business  advocates  are  used  by  CPLC  as  a  mar- 
keting tool  to  disseminate  information  on  the  Microloan  Program 
and  have  become  very  referral  good  referral  providers  to  CPLC. 

A  major  reason  why  the  program  is  so  well  received  by  the  con- 
stituency is  because  of  the  type  of  lending  the  Microloan  Program 
provides.  Many  of  the  banks  do  not  like  to  lend  small  amounts  of 
money.  It  is  time  consuming,  not  veiy  profitable  and  requires  much 
of  the  same  analysis  for  a  $10,000  loan  as  opposed  to  a  $250,000 
loan.  The  Microloan  Program  provides  loans  to  those  businesses 
which  banks  frown  upon.  Additionally,  the  very  small  business 
often  does  not  have  the  quality  financial  statements  that  the  banks 
would  like  to  see  in  the  loan  package.  Many  of  the  borrowers  are 
low  income  and  have  small  net  worth,  which  again  is  a  deterrent 
when  they  approach  the  banks  for  financing. 

The  Microloan  Program  targets  startup  and  emerging  small  busi- 
nesses, those  businesses  that  have  been  in  existence  for  less  than 
3  years.  The  banks,  on  the  other  hand,  usually  require  that  the 
business  be  in  operation  for  at  least  3  years  before  they'd  seriously 
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consider  the  loan  application.  We  do  a  lot  of  intensive  research  and 
we  analyze  one  of  the  loan  applications  before  we  actually  fund  it. 

CPLC  looks  at  the  same  lending  criteria  that  all  lenders  look  for. 
We  look  for  repayment  capability,  collateral,  equity,  credit  history, 
and  management  capacity.  All  too  often  a  conventional  lending  in- 
stitution will  deny  a  loan  because  one  of  these  criteria  is  missing. 
Our  approach  is  to  try  to  offset  one  of  the  weaker  lending  criteria 
with  a  stronger  one  in  order  to  make  a  loan  to  a  business  that  oth- 
erwise would  not  have  received  funding  from  a  conventional  lender. 

Once  an  application  is  submitted,  it  is  usually  not  complete  and 
we  begin  assisting  the  business  owner  with  verifying  and  confirm- 
ing information  such  as  lease  terms,  cash-flow  projections  accom- 
panied with  underlying  assumptions  and  analyzing  the  operating 
expenses  to  see  if  they're  comparable  to  industry  standards.  We 
also  take  a  close  look  at  the  marketing  plan  to  determine  if  the 
sales  potential  is  realistic  or  if  they  have  a  particular  niche  in  a 
particular  market. 

Types  of  borrowers  that  we  have  assisted  include  a  food  whole- 
saler and  retailer,  a  nursing  services  provider,  refrigeration  and  ap- 
pliance services,  computer  consulting,  flooring  installation  contrac- 
tor and  many  others.  Many  of  the  businesses  that  have  approached 
us  for  a  loan  were  denied  by  a  conventional  lender.  The  Microloan 
Program's  criteria  recognizes  the  reasons  for  credit  denial,  but  it 
also  tries  to  mitigate  the  not  so  perfect  elements  of  the  loan  pack- 
age and  looks  for  the  positive  aspects  of  the  loan  and  the  benefits 
it  would  provide  the  individual  and  the  community.  We  often  lower 
the  loan  amount  in  order  to  make  the  small  business  be  able  to 
service  the  proposed  debt. 

I  also  included  an  example  of  one  of  the  particular  borrowers 
that  we  assisted.  Two  Guys  Autobody.  Two  Guys  Autobody  ap- 
proached the  bank  for  financing  for  expansion  of  their  business, 
plus  purchasing  equipment  and  working  capital.  Because  their 
cash-flow  was  minimal  and  they  had  been  in  business  less  than  1 
year,  the  bank  declined  the  loan,  of  course.  However,  the  banker 
was  familiar  with  the  Microloan  Program  and  he  referred  the  indi- 
viduals to  us.  Upon  receiving  their  application,  we  noticed  that  the 
individuals  had  over  44  years  of  experience  together'  in  the 
autobody  industry.  They  had  g^eat  letters  of  recommendation  from 
their  previous  employers.  They  had  also  injected  a  healthy  amount 
of  equity  in  the  form  of  equipment  into  their  business  and  they  had 
very  good  credit  reports. 

We  decided  to  proceed  with  their  application  by  requesting  let- 
ters of  support  and  interest  from  potential  and  current  clients  to 
see  whether  the  sales  projections  and  pro  forma  income  statements 
were  realistic.  We  made  adjustments  to  the  financial  and  cal- 
culated good,  fair  and  optimistic  performance  along  with  a  break- 
even analysis.  As  a  result,  the  borrowers  received  a  loan  in  the 
amount  of  $16,200  and  moved  out  of  an  1100  square  foot  facility 
into  a  3,000  square  foot  facility.  Six  months  later  they  leased  the 
building  next  to  them  for  a  total  of  6,000  square  feet  of  working 
space.  CPLC  also  assisted  them  with  their  second  expansion  move. 
In  1993,  they  had  sales  of  $57,000  with  only  the  partners  as  em- 
ployees. In  1994,  their  sales  were  $160,000  with  four  additional 
employees,  not  including  the  partners. 
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Our  program  is  very  popular.  We've  also  received  many  phone 
calls  from  rural  Arizona.  Right  now  we're  restricted — well,  origi- 
nally when  we  submitted  our  proposal  we  were  restricted  to  metro 
Phoenix  and  metro  Tucson,  but  because  the  information  was  dis- 
seminated so  quickly  and  throughout  the  State,  we  noticed  that 
there  was  a  great  need  for  the  micro  program  also  in  rural  Arizona. 
Last  fall  we  requested  the  SBA  to  extend  our  geographic  area  and 
they  subsequently  did.  So,  we're  real  pleased  to  do  the  microloan 
now  program. 

Not  only  is  the  program  popular  with  small  businesses,  but  it  is 
also  very  much  appreciated  by  the  small  business  advocates  in  the 
community.  As  an  SBA  requirement,  each  intermediary  must  raise 
15  percent  of  the  loan  amount  to  be  used  to  offset  possible  losses 
on  loans  that  default,  thereby  protecting  the  integrity  of  the 
Microloan  Program.  CPLC  has  approached  different  organizations 
for  funding  the  loan  loss  reserve  and  has  been  successful  in  receiv- 
ing funding  from  the  cities  of  Tucson  and  Phoenix,  Bank  One  Ari- 
zona, Republic  National  Bank,  Caliber  Bank  Arizona  and  the 
ARCO  Foundation,  among  a  few. 

These  different  contributors  recognize  the  need  of  the  small  busi- 
ness concern  and  because  of  regulatory  and/or  policies  of  their  re- 
spective organizations  they  are  unable  to  assist  these  small  busi- 
nesses. However,  they  do  recognize  the  viability  of  these  businesses 
and  are  therefore  willing  to  support  the  Microloan  Program's  fund 
and  contribute  toward  the  loan  loss  reserve.  We  continue  to  work 
closely  with  these  entities  and  they  in  turn  refer  small  businesses 
to  us  which  do  not  fit  their  criteria  but  recognize  the  viability  of 
the  loan  request. 

Chairwoman  Meyers.  If  you  could  summarize  within  a  minute, 
we  would  appreciate  it,  Mr.  Martinez. 

Mr.  Martinez.  Of  course. 

There  is  also  additional  information  that  I  have  included  in  my 
testimony. 

In  summary,  CPLC  is  pleased  to  administer  the  SBA  Microloan 
Program.  It  has  brought  much  needed  capital  to  our  constituency 
and  has  allowed  us  to  assist  the  very  small  businesses.  This  pro- 
gram is  supported  by  the  local  SBA  office  in  Phoenix,  the  small 
business  development  centers,  the  banks,  municipalities  and  the 
State  of  Arizona.  As  we  gear  up  for  the  next  $500,000,  we  look  for- 
ward to  even  closer  ties  with  our  partners  in  an  effort  to  make  this 
program  even  more  successful. 

Thank  you. 

Chairwoman  Meyers,  We  appreciate  very  much  your  being  with 
us  and  your  entire  statement,  of  course,  will  be  entered  into  the 
record. 

[Mr.  Martinez'  statement  may  be  found  in  the  appendix.] 

Chairwoman  Meyers.  Our  next  witness  is  Etienne  LeGrand  of 
the  Women's  Initiative  for  Self-Employment  in  San  Francisco. 
WISE  offers  technical  and  management  assistance  through  a 
Microloan  Demonstration  Grant  Program, 
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TESTIMONY  OF  ETIENNE  LeGRAND,  WOMEN'S  INITIATIVE  FOR 
SELF-EMPLOYMENT,  SAN  FRANCISCO,  CA 

Ms.  LeGrand.  Grood  afternoon,  Chairwoman  and  other  members 
of  the  committee.  Thanks  for  the  opportunity  to  speak  with  you 
this  afternoon. 

I  want  to  start  out  by  owning  up  to  being  one  of  the  ones  who 
gets  some  of  that  $9  milhon,  just  to  be  clear.  But  I  want  to  say  that 
in  addition  to  being  one  of  the  ones  who  gets  part  of  the  $9  milHon 
and  doesn't  pay  it  back,  we  do  some  very  good  work  as  a  result  of 
that  and  we  leverage  it  more  than  10  times  over  what  we  receive. 
So,  I  feel  like  it's  a  very  good  investment  on  the  part  of  the  Federal 
Grovemment. 

As  executive  director  of  Women's  Initiative  for  Self-Employment, 
I  direct  one  of  the  oldest  urban-based  microenterprise  programs  in 
the  country.  In  our  8  years,  we've  assisted  thousands  of  low  income 
and  minority  women  from  throughout  the  San  Francisco  Bay  area 
to  start  and  expand  businesses,  access  financing,  create  jobs,  de- 
velop self-esteem  and  leadership  skills  and  contribute  to  the  local 
economies  and  communities  in  which  they  reside. 

We  offer  technical  assistance  through  entrepreneurship  training, 
information,  business  support  services  such  as  consulting  and  mon- 
itoring, and  financing  up  to  $20,000  in  five  Bay  area  counties. 

Now,  as  I  said,  we're  not  a  microlender.  We're  a  recipient  of  the 
technical  assistance  portion  of  the  grant.  However,  we  do  work 
with  the  microlender  in  the  San  Francisco  Bay  area  and  have  been 
able  to,  in  concert  with  our  own  loan  fund,  which  is  capitalized  up 
to  $500,000  in  all  equity  at  this  point,  been  able  to  leverage  signifi- 
cant support  in  the  way  of  capital  for  our  customer  base. 

Our  program  is  available  in  English  and  in  Spanish  and  will 
soon  be  available  in  Cantonese.  You  may  be  aware  that  the  Bay 
area  is  a  very  multicultural  environment  to  try  and  offer  business 
development  services  in. 

We've  helped  to  start  about  300  businesses,  expand  another  150, 
creating  more  than  600  full  and  part-time  jobs  in  the  process,  at 
an  average  cost  of  about  $6,900.  We  help  women  like  Irma 
Bautiste,  who  was  once  a  victim  of  domestic  violence  and  a  former 
AFDC  recipient.  Irma  immigrated  from  the  Philippians  many  years 
ago  and  brought  her  dream  with  her  of  owning  a  restaurant  that 
would  serve  food  from  her  native  Pampanga  region.  After  leaving 
an  abusive  relationship  that  led  to  a  period  of  homelessness,  Irma 
decided  that  this  was  as  good  a  time  as  any  to  go  after  what  she'd 
always  dreamed  of.  With  our  help  and  her  determination,  she  es- 
tablished her  business,  Irma's  Pampanga  Restaurant,  which  is  in 
San  Francisco's  Mission  District,  a  predominantly  Hispanic  commu- 
nity. 

That  was  4  years  ago.  The  business  now  employs  four  people  in 
addition  to  Irma  and  we  provided  Irma  with  about  $10,000  in  cap- 
ital that  was  further  leveraged  by  a  local  bank  as  well  as  the  city 
and  county  of  San  Francisco.  Again,  that  was  4  years  ago,  so  that 
predated  the  microlending  program. 

Irma  has  now  expanded  her  concept  to  include  a  catering  venture 
and  has  secured  several  contracts  with  senior  housing  facilities  and 
other  agencies  to  expand  her  market  base. 
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We  can't  really  take  all  of  the  credit  for  Irma's  success.  We  know 
that  with  investments  from  the  SBA  and  other  supporters  of  WISE, 
that  we  were  able  to  work  with  Irma  to  make  that  happen.  I  think, 
as  some  of  my  colleagues  have  already  said,  and  particularly  Ellen 
made  the  point  that  the  kind  of  technical  assistance  that  we  pro- 
vide to  these  borrowers  and  to  these  individuals  who  are  in  an  en- 
trepreneurship  training  program  is  very  intensive.  It  takes  a  lot  of 
time.  Inasmuch  as  my  organization  served  the  five  county  Bay  area 
region,  it's  a  pretty  broad  marketplace  and  one  that,  of  course,  has 
language  issues  that  we  try  to  contend  with. 

The  question  was  raised  about  the  cost  of  managing  these  kinds 
of  programs  and  I  think  the  cost  is  borne  in  trying  to  service  diver- 
sities of  constituencies  that,  in  the  case  of  my  area  where  language 
is  a  real  capacity  issue  for  organizations  and  a  barrier  to  people's 
access  to  information  and  education  and  training,  that  the  only 
way  to  be  accessible  is  to  provide  those  services  in  those  languages, 
which  means  that  you  have  to  have  the  bodies  in  your  office  that 
speak  those  languages. 

As  an  economic  development  strategy,  microenterprise  is  a  hy- 
brid. It's  a  human  development  strategy,  a  job  creation  strategy 
and  a  business  development  strategy  all  rolled  into  one.  It's  this 
combination  of  strategies  that  together  contribute  to  the  effective- 
ness of  the  microenterprise  development  approach.  All  over  this 
country,  through  agencies  like  WISE,  low  income  people  and  pre- 
dominately women  and  others  who  have  been  marginalized  in  our 
economy  are  building  necessary  skills,  both  human  and  financial 
and  business,  as  well  as  accessing  needed  financing  to  put  their 
dreams  on  the  line  in  pursuit  of  stronger  economic  futures  for 
themselves  and  their  families. 

According  to  preliminary  findings  from  the  Aspen  Institute's  Self- 
Employment  Learning  Project,  which  might  be  some  useful  infor- 
mation for  the  committee  to  have,  and  I'd  be  happy  to  make  that 
available  to  you,  it's  a  program  that  is  looking  at  the  some  of  the 
seven  oldest  programs,  operating  microenterprise  programs  and 
providing  microenterprise  technical  assistance  services  to  those  in- 
dividuals and  looking  at  how  well  or  what  the  value  of  those  serv- 
ices have  been.  Based  on  those  preliminary  findings,  we  find  that 
about  80  percent  of  the  microentrepreneurs  are  women,  about  65 
percent  of  these  individuals  over  a  4  year  period  are  still  in  busi- 
ness and  that  a  significant  percentage  of  these  businesses  are  cre- 
ating jobs. 

Now,  the  job  creation  fact  is  a  fact  that  was  great  news  because 
we  were  not  aware  that  we  were  going  to  be  such  a  great  source 
of  job  creation.  Still,  compared  to  commercial  revitalization  projects 
and  housing  projects,  we  certainly  don't  compare  in  terms  of  vol- 
ume in  that  regard.  But  the  level  of  job  creation  is  noteworthy  arid 
is,  in  fact,  consistent  with  SBA's  recent  findings  that  significant  job 
creation  has  occurred  in  the  small  business  community  and  specifi- 
cally with  firms  employing  fewer  than  four  employees. 

When  the  microenterprise  program  was  designed,  it  included  a 
small  amount  of  operating  support  for  technical  assistance  and 
over  the  last  couple  of  years  the  percentage  of  that  support  strictly 
for  technical  assistance  now  reaches  $9  million.  We  as  an  organiza- 
tion chose  to  pursue  the  technical  assistance  component  as  opposed 
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to  the  lending  component  mostly  because  at  the  original  time  of  the 
launch  of  the  program,  the  way  that  it  was  designed,  we  didn't  feel 
would  appropriately  meet  the  capital  needs  in  our  area.  In  fact,  as 
an  organization,  we  could  better  benefit  and  utilize  the  operating 
support  that  was  available  through  the  technical  assistance  grant. 

As  a  growing  organization,  we  face  an  unseemingly  and  endless 
demand  from  our  customer  base  for  the  services  that  we  provide. 
What  we  need  the  most  is  a  consistent  and  large  source  of  support 
to  keep  that  operation  going.  The  level  of  technical  assistance  that 
we  provide,  from  providing  the  entrepreneurship  training,  which  in 
my  case  and  in  most  cases  throughout  our  industry  is  an  average 
of  about  12  weeks  of  really  providing  hands-on  experience  to  busi- 
ness owners,  potential  business  owners,  that  gives  them  the  readi- 
ness and  the  skills  that  they  need  to  be  successful  in  business.  You 
take  that  set  of  programming,  which  is  very  intensive,  and  add  con- 
sulting services,  technical  assistance  services  to  that,  anything 
from  looking  at  cash-flows  to  developing  marketing  and  sales  strat- 
egies, to  having  mentorship  programs  and  really  trying  to  link  the 
volunteer  women's  business  community  in  that  array  and  they  pro- 
viding financing  and  follow-up  technical  assistance  to  borrowers 
over  the  life  of  the  loan,  which  in  my  case  is  about  3  years.  It's  a 
pretty  intensive  service  to  provide. 

So,  I  appreciate  the  time  to  be  with  you  this  afternoon  and  to 
provide  my  point  of  view  about  the  value  of  the  program  and 
would,  of  course,  be  available  to  answer  any  questions. 

Chairwoman  MEYERS.  Thank  you  very  much,  Ms.  LeGrand.  We 
appreciate  your  being  here. 

[Ms.  LeGrand's  statement  may  be  found  in  the  appendix.] 

Chairwoman  Meyers.  Our  next  witness  is  Matt  Toolan,  presi- 
dent of  Grade  A  Temps  Corp.,  a  service  business  from  Durham, 
North  Carolina.  Mr.  Toolan  is  the  recipient  of  a  microloan  through 
the  Self-Help  Ventures  Fund  in  Durham,  North  Carolina. 

TESTIMONY  OF  MATT  TOOLAN,  PRESIDENT,  GRADE  A  T.EM.P.S. 
CORPORATION,  DURHAM,  NC 

Mr.  Toolan.  Good  afternoon.  Madam  Chairman  and  members  of 
the  committee. 

Five  years  ago,  my  brother,  Chris  Toolan,  and  myself  went  into 
partnership  to  start  a  temporary  help  agency  in  Nags  Head,  North 
Carolina.  Based  on  the  market  research,  the  area  was  growing  rap- 
idly, had  little  competition,  it  was  a  seasonal  economy  and  had  a 
need  for  professional  placement  services.  With  only  $5,000  in  the 
bank.  Grade  A  Temporary  Employment  and  Personnel  Services,  i.e. 
Grade  A  T.EM.P.S.,  opened  its  doors  on  May  15,  1990. 

The  main  reason  for  the  initial  funds  was  not  only  for  operating 
costs,  but  for  the  cash-flow.  As  with  most  temporary  employment 
agencies,  employees  receive  a  paycheck  the  same  day  in  which  our 
invoices  are  sent  to  our  clients.  This  standard  industry  practice  cre- 
ates a  15  to  30  day  gap  in  cash-flow.  We  knew  this  going  in,  but 
success  soon  became  our  own  worst  enemy.  The  more  business  we 
obtained,  the  bigger  burden  on  our  cash-flow.  Because  of  limited 
startup  funds,  we  both  worked  part-time  jobs  at  local  restaurants 
to  maintain  both  the  company's  and  our  personal  cash-flow.  It  was 
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not  long  before  we  realized  that  outside  funding  was  going  to  be 
necessary  to  keep  ourselves  afloat. 

Unfortunately,  the  Outer  Banks  was  not  well  educated  on  the 
uses  and  benefits  of  temporary  services  and  it  was  a  very  difficult 
first  few  years.  Also,  it  was  in  the  middle  of  our  most  recent  eco- 
nomic adjustment,  as  many  of  you  may  recall,  and  many  busi- 
nesses were  not  doing  as  well  as  expected.  So,  in  the  fall  of  1990, 
we  went  to  our  bank  with  our  business  plan  and  asked  for  a  small 
business  loan.  Being  a  service  business,  we  had  onlv  a  few  desks 
and  file  cabinets  as  assets.  Therefore,  the  bank  would  not  loan  us 
any  money  without  any  collateral.  The  story  was  the  same  with 
every  bank  in  the  area. 

Some  banks  wanted  our  parents'  land  as  collateral,  with  hopes 
in  gaining  my  parents  as  a  client.  Unfortunately,  this  was  not  an 
option  and  we  were  really  disappointed  in  the  fact  that  the  banks 
had  little  faith  in  our  own  personal  expertise. 

October  is  always  the  month  with  the  most  cash-flow  because  of 
the  seasonal  economy.  Business  volumes  begin  to  slow  then  be- 
cause the  seasonal  companies  close  and  slow  down  during  the  win- 
ter. On  the  other  hand,  the  spring  is  our  toughest  time  of  year  be- 
cause many  businesses  have  increased  their  personnel  needs  dur- 
ing that  time  to  gear  for  the  upcoming  season.  At  the  same  time, 
our  cash  reserves  have  been  depleted  by  the  winter's  operating 
costs  and  on  the  slow  volume  of  business. 

In  1991  we  survived  by  getting  credit  cards  and  taking  cash  ad- 
vances to  keep  up  with  payroll  demands.  This  was  an  expensive 
and  risky  option.  It  was  time  to  do  something  about  our  seasonal 
business  shift. 

During  the  year  our  business  increased  150  percent  over  1990 
and  we  planned  to  grow  by  50  percent  in  1992.  The  end  of  '91  we 
went  back  to  the  bank  and  asked  again  for  a  loan.  We  only  needed 
about  $10,000  to  get  through  the  year  and  again  the  bank  would 
not  loan  us  any  money  without  collateral.  At  this  point  we  worried 
about  how  to  keep  going  and  how  do  we  keep  the  people  who  we 
are  employing  getting  a  paycheck.  Our  part-time  jobs  were  barely 
covering  our  personal  finances  and  we  had  yet  to  draw  a  salary 
from  the  company.  We  just  didn't  know  how  long  we  could  keep  on 
going. 

So,  we  began  to  look  for  other  options.  The  first  was  the  Small 
Business  Administration.  When  we  first  approached  the  bank 
about  this  option,  they  were  not  willing  to  do  all  the  paperwork  as- 
sociated for  such  a  small  loan.  They  would  be  happy  to  if  we  could 
justify  a  loan  of  $100,000  or  $150,000  or  larger.  However,  we 
couldn't  even  justify  that  size  of  a  loan,  let  alone  the  interest  on 
that  loan,  so  it  was  not  an  option. 

Next  we  went  to  our  local  SCORE  chapter  and  asked  if  they 
could  offer  any  technical  assistance  with  what  we  were  doing.  They 
said  that  our  business  plan  was  excellent  but  could  not  offer  any- 
more ideas  as  far  as  how  to  obtain  financing.  We  finally  had  to 
limit  our  growth  and  to  substantially  cut  our  advertising  and  sales 
budgets.  It  was  not  the  preferred  move,  but  we  needed  to  preserve 
cash. 

During  the  summer  of  1992,  we  were  recognized  as  the  Hutchins 
Allen  &  Company/Outer  Banks  Chamber  of  Commerce  Small  Busi- 
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ness  of  the  Year.  This  was  also  cospon sored  by  the  local  chapter  of 
SCORE.  We  thought  that  this  may  have  been  a  turning  point  in 
our  quest  to  obtain  financing.  The  businesses  in  the  community 
were  accepting  ourselves  as  a  Dusiness,  given  credibility  for  its  suc- 
cess. Even  so,  at  the  awards  banquet,  every  banker  in  our  area  con- 
gratulated us  and  offered  their  card  and  asked  us  to  come  in  and 
talk  to  us  about  our  banking  needs.  Each  one  gave  us  the  same  an- 
swer, no  collateral,  no  loan. 

Business  was  going  well  in  1992.  It  was  then  we  came  up  with 
a  solution  of  our  own.  We  felt  if  we  could  become  a  more  year 
round  business  our  cash -flow  problems  would  slowly  disappear.  We 
began  making  plans  to  open  up  a  second  office  in  Elizabeth  City, 
North  Carolina,  another  rural  town.  This  area  was  more  industrial 
and  had  a  year  round  economy.  In  addition,  from  our  Nags  Head 
location,  we  had  already  begun  to  service  many  of  the  clients  in 
that  area. 

It  was  in  1992  when  we  met  Kathleen  Franz  of  the  North  Caro- 
lina Small  Business  Technology  and  Development  Center.  She  was 
the  first  person  to  believe  in  our  business  and  actively  look  for  cre- 
ative financing  options  on  our  behalf.  Kathleen,  in  turn,  introduced 
us  to  Marty  Belin  with  the  Self-Help  Credit  Union.  Kathleen  felt 
that  the  new  Microloan  Program  was  something  that  might  be  the 
solution  that  we  needed. 

Marty  took  the  time  to  learn  about  Grade  A  and  give  us  the 
guidance  about  small  business  lending.  She  became  our  partner  in 
our  quest  to  find  lending.  After  this  time,  the  Self-Help  Credit 
Union  loaned  us  $5,000  to  help  us  with  the  startup  costs  associated 
with  our  new  office.  The  loan  required  less  paperwork  than  any  we 
have  since  received  and  did  not  need  a  cosigner  or  an  accepting 
bank  to  do  this  with  us.  It  was  our  first  step  in  becoming  self-suffi- 
cient. 

At  the  time,  we  did  not  need  a  lot  of  money  and  no  one  else  was 
willing  to  help  us  with  our  endeavor.  Self-Help  was  the  first  insti- 
tution that  made  a  loan  to  the  company.  They  did  not  look  at  the 
two  of  us  as  individuals  looking  for  a  loan,  they  looked  at  Grade 
A.  T.EM.P.S.  with  a  2  year  track  record  and  gave  Grade  A 
T.EM.P.S.  a  loan.  This  money  helped  open  the  new  office  and  made 
it  so  the  business  survived  another  winter.  By  believing  in  the  com- 
pany enough  to  lend  us  money,  they  gave  us  the  psycholo^cal  edge 
to  keep  gomg  and  look  further  into  the  future.  Without  that  loan, 
Grade  A  T.EM.P.S.  was  planning  on  closing  its  doors  on  December 
31,  1992. 

Business  was  growing  and  nobody  was  willing  to  help.  But  with 
this  new  mindset  and  more  confidence,  the  plan  for  1993  was  much 
more  aggressive,  so  aggressive  that  in  March  we  were  back  knock- 
ing on  the  doors  of  Self-Help  Credit  Union  looking  for  another 
$2,000.  The  new  office  was  really  taking  off  and  we  were  on-line 
to  exceed  our  business  plan  for  the  third  year  in  a  row. 

Again,  the  SBTDC  came  to  our  assistance.  After  we  obtained  the 
$2,000  from  Self-Help,  they  identified  a  small  business  loan  pro- 
gram given  through  Wachovia  Bank.  Because  of  the  help  from 
SBTDC  and  Self-Help,  we  were  better  prepared  to  get  into  a  more 
traditional  line  of  financing  with  a  $15,000  line  of  credit  from  our 
local  bank. 
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Revenues  in  1993  increased  81  percent  over  those  in  '92  and  the 
EHzabeth  City  office  brought  in  50  percent  of  those  revenues.  With- 
out the  loan,  the  revenue  increase  would  not  have  been  possible. 
We  also  changed  the  name  to  Grade  A  Services  to  show  that  we 
were  more  than  just  a  temp  agency.  The  company  was  a  full-serv- 
ice employment  agency  offering  temporary  help,  permanent  place- 
ment, human  resources  consulting  and  other  employment  services. 

Presently,  Grade  A  Services  is  one  of  the  largest  employers  in 
Northeast  North  Carolina.  We  now  have  three  offices  and  just 
under  1,000  employees.  In  1995,  we  expect  to  more  than  double 
that  figure.  Over  500  companies  presently  use  our  services  to  work 
with  their  full-time  employees.  We  offer  employers  a  means  to  take 
partial  positions  and  create  a  new  type  of  full-time  worker.  Our 
cost  efficient  labor  solutions  have  a  great  effect  on  the  economy  of 
Northeast  North  Carolina. 

I  believe  there  is  no  other  company  in  Northeast  North  Carolina 
that  has  the  same  economic  impact  as  Grade  A  Services  over  the 
past  5  years.  Without  Self-Help,  Grade  A  would  not  have  grown  as 
quickly  or  made  as  great  an  impact.  Therefore,  without  Self-Help, 
Northeast  North  Carolina  would  have  been  in  the  same  or  worse 
state  of  economic  affairs  as  it  was  5  years  ago. 

My  company  is  proof  that  funding  to  this  program  has  had  a  tre- 
mendous impact  on  the  businesses  that  receive  their  aid. 

Chairwoman  Meyers.  Thank  you  very  much  for  being  here. 

[Mr.  Toolan's  statement  may  be  foimd  in  the  appendix.] 

Chairwoman  Meyers.  Our  next  witness  is  Scott  Daugherty,  the 
executive  director  of  the  North  Carolina  Small  Business  Develop- 
ment Center.  Mr.  Daughert^s  center  has  provided  consulting  as- 
sistance to  Mr.  Toolan. 

In  some  parts  of  the  country,  Microloan  recipients  are  referred 
to  local  SBDC's  for  technical  assistance.  Mr.  Daugherty  will  com- 
ment on  the  role  that  SBDC's  can  play  in  the  Microloan  Program. 

TESTIMONY  OF  SCOTT  DAUGHERTY,  EXECUTIVE  DIRECTOR, 
NORTH  CAROLINA  SMALL  BUSINESS  DEVELOPMENT  CEN- 
TER, RALEIGH,  NC 

Mr.  Daugherty.  Thank  you.  Madam  Chairman.  It's  a  pleasure 
to  be  here,  distinguished  Members. 

I  am  Scott  Daugherty.  I'm  the  executive  director  of  the  SBTDC. 
I'm  also  the  past  president  of  National  Association  of  Small  Busi- 
ness Development  Centers.  I'm  pleased  to  be  here  and  I  have  some 
prepared  remarks  I'd  like  to  submit  for  the  record. 

Qiairwoman  Meyers.  Without  objection. 

Mr.  Daugherty.  I  want  to  talk  very  briefly  first  about  the  SBDC 
Program  and  how  it  relates  to  the  Microloan  Program  and,  second, 
to  snare  with  you  some  observations  about  microlending. 

I  might  at  the  outset  say  that  I'm  pleased  to  be  a  part  of  this 
North  Carolina  contingent  here  today.  I  don't  think  that  until  Mon- 
day morning  that  we  all  knew  that  we  were  going  to  be  sitting  here 
together.  If  it  sounds  like  a  mutual  admiration  society,  it  is. 

First  a  few  words  about  the  SBDC  Program.  I  think  it's  particu- 
larly relevant  because  the  SBDC  Program,  Madam  Chairman,  is 
your  program.  It  was  started  in  1980  with  funding  provided 
through  the  U.S.  Small  Business  Administration.  Eight  States  ini- 
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tially  participated.  Today,  SBDC's  are  operating  in  each  State,  the 
District  of  Columbia,  Puerto  Rico  and  the  Virgin  Islands.  Through 
now  more  than  950  SBDC  outlet  offices,  we're  providing  services  to 
nearly  600,000  small  business  owners  each  year.  That  assistance 
includes  management  counseling,  training  and  technical  assistance. 

It's  a  system  that  also  has  impact,  demonstrable  proven  impact. 
It's  one  of  the  very  few  national  programs  that  has  subjected  itself 
to  internal  scrutiny  and  been  subjected  to  external  scrutiny,  includ- 
ing a  review  by  the  GAO.  It  has  excellent  job  ^owth  to  report.  In 
the  most  recent  year  that  data  is  available,  which  is  for  the  period 
1991-92,  there  were  over  65,000  new  jobs  created  through  SBDC 
assistance. 

Assisted  firms  have  also  consistently  experienced  very  strong 
growth  in  sales  and  profitability,  well  beyond  national  averages 
achieved  by  small  firms.  They,  quite  frankly,  provide  healthy  con- 
tributions in  terms  of  new  taxes.  Our  impact  studies  indicate  for 
the  Nation  as  a  whole  that  new  tax  revenues  are  running  roughly 
three  times  the  cost  of  the  program.  I  might  indicate  North  Caro- 
lina does  much  better  than  that,  but  that  s  because  we  have  great 
folks  like  Matt. 

Perhaps  most  important,  and  this  is  confirmed  by  a  GAO  study, 
which  is  not  often  known  for  giving  glowing  reports,  they  found  m 
a  national  study  that  SBDC  clients  were  well  satisfied  with  serv- 
ices and  that,  I  think,  is  important. 

This  performance  record  is  possible  because  the  SBDC's,  as  you 
know,  are  a  partnership.  They  involve  State  government,  institu- 
tions of  higher  learning,  and  local  resources.  Out  of  that  partner- 
ship comes  leveraged  resources,  including  very  important  relation- 
ships, relationships  with  organizations  like  the  Self-Help  Ventures 
Fund  and  other  players  in  the  economic  development  arena  in  our 
States. 

Now  let  me  turn  briefly  to  some  comments  on  the  SBA  Microloan 
Program.  The  loan  program  was  initially  authorized  in  1991  and  it 
now  has  slightly  over  100  lending  participants  across  the  country. 
There  are  also  a  limited  number  of  technical  assistant  grant  recipi- 
ents. The  SBA  initiative  for  the  Microloan  Program  reco^izes  a 
credit  gap  which  exists  for  small  borrowers,  those  borrowing  gen- 
erally below  $100,000  and,  of  course,  its  a  much  more  apparent  gap 
the  lower  the  dollar  amount. 

The  Microloan  Program  is  still  relatively  new.  It  has  been  fairly 
rapidly  expanded  and  it  is  clearly  an  evolving  program.  Note,  for 
instance,  the  change  in  1993  when  the  cap  on  a  Microloan  was 
$7,500  and  now  it's  been  raised  to  $25,000. 

Both  because  it's  new  and  because  it  has  rapidly  expanded,  it's 
difficult  to  make  a  real  fair  assessment  of  the  efficacy  of  the  pro- 
gram, I  believe.  I  could  say  unequivocally  that  if  all  the  participat- 
ing intermediaries  have  the  experience  and  the  well  deserved  rep- 
utation for  quality  work,  like  Self-Help  Ventures,  the  program  is  in 
really  good  hands.  But  I  think  that  is  a  question  you  have  to  ask 
yourself  The  default  rate  has  been  very  low.  But  as  you  expand  to 
others  who  are  brought  into  the  program,  that's  going  to  raise 
risks. 

What  we  can  say  from  our  perspective  from  seeing  literally  thou- 
sands   upon    thousands    of    small    business    owners,    including 
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microbusiness  owners,  is  that  there's  enormous  potential  demand 
for  microloans.  It's  just  absolutely  enormous.  Small  loans  can  help 
establish  microbusinesses  which  provide  important  supplemental 
income.  In  some  instances,  such  as  the  one  we've  heard  just  before 
I  was  afforded  the  opportunity  to  speak,  they've  had  an  opportunity 
to  have  major  impact  in  the  way  of  new  employment. 

We  can  also  say  that  microenterprise  lending  is  difficult  lending 
and  we  can  say  it's  expensive  and  we  must  face  that  fact.  It  is  ex- 
pensive. 

Frankly,  Madam  Chairman,  a  credit  gap  exists  at  the  microloan 
level  not  because  we  have  capital  insufficiencies.  That  is  not  the 
issue.  We  have  plenty  of  capital.  Our  banks  in  North  Carolina  will 
be  quick  to  tell  you  that.  They  just  are  not  willing  to  place  capital 
in  an  area  of  business  where  they  deem  the  risks  high  and  the 
costs  high  as  well. 

As  a  result,  we've  had  to  look  at  nontraditional  approaches  to 
solve  our  problems.  The  SBA  Microloan  Program  is  one  of  those 
nontraditional  approaches  that's  been  tried.  It  is  interesting  to  note 
that  we  are  now  beginning  to  see  the  banks  step  up  as  well  and 
I  think  largely  as  a  result  of  pressures  from  the  CRA.  I  know  in 
our  own  State  we  have  numerous  revolving  loan  programs  that  are 
starting  up,  most  of  which  are  focused  more  at  the  microloan  level 
than  at  higher  levels. 

What  are  some  of  the  problems  that  we  can  see  with  the 
Microloan  Program?  I'll  cite  four  real  quickly. 

First,  microlending  is  expensive.  Bankers  talk  about  transaction 
costs  and  these  are  certainly  one  component  of  the  issue,  the  point 
that  it's  as  cheap  to  make  a  $100,000  loan  as  a  $10,000  one.  But 
that's  only  a  part  of  the  cost. 

Second,  microlending  is  inherently  more  risky  than  general  busi- 
ness lending.  There's  typically  a  lack  of  collateral,  maybe  a  lack  of 
business  experience  and  the  like. 

Third,  the  current  microloan  initiative  does  not  effectively  in- 
volve and  leverage  primary  SBA  resources.  I've  got  to  say  that  very 
directly.  They  don't  make  an  active  effort  to  involve  the  SBDC's.  I 
think  that  in  our  State  we  have  a  good  working  relationship  with 
the  financing  intermediary  and  we've  had  an  opportunity  to  work 
with  their  clients,  but  that  is  not  the  case  everywhere.  The  SBA 
should  do  something  about  that. 

Finally,  the  current  initiative  is  insufficient  because  it  will  never 
generate  sufficient  funds  to  meet  the  level  of  demand.  The  only 
way  we're  going  to  do  that  is  to  figure  out  how  to  incentivize  our 
traditional  lending  institution,  the  hanks,  to  become  more  actively 
involved  in  providing  microlending  and  not  leave  it  to  the  chance 
that  CRA  will  capture  the  fancy  of  the  lending  agencies. 

Let  me  move  on  and  close  out  with  a  couple  of  comments  for  you 
in  looking  at  things  you  might  do  in  the  future. 

First,  we've  got  to  be  very  focused  with  our  management  and 
technical  assistance  programs. 

Second,  we  really  don't  need  redundant  program  efforts.  In  times 
of  scarce  resources,  we've  got  to  figure  out  how  to  use  what  we've 
got. 

Third,  the  SBA  needs  to  pull  on  its  primary  resources  first,  make 
them  responsive.  You're  paying  $74  million  right  now  for  the  SBDC 
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Program.  To  provide  what?  Management  and  technical  assistance 
services. 

Fourth,  the  agency  needs  to  be  proactively  positioned  within  the 
Federal  system  to  more  effectively  act  on  behalf  of  the  small  busi- 
ness community. 

I  have  shared  as  part  of  my  report,  Madam  Chairman,  a  proposal 
for  the  establishment  of  a  National  Small  Business  Extension  Serv- 
ice that  I'd  recommend  to  your  attention. 

Thank  you  very  much. 

Chairwoman  Meyers.  All  right.  I  thank  you  very  much,  Mr. 
Daugherty. 

[Mr.  Daugherty's  statement  may  be  found  in  the  appendix.] 

ChEiirwoman  Meyers.  Our  final  witness  is  Robert  Schall,  the 
president  of  Self-Help  Ventures  Fund  in  Durham,  North  Carolina. 
Self-Help  is  the  intermediary  that  provided  financing  for  Mr. 
Toolan. 

TESTIMONY  OF  ROBERT  SCHALL,  PRESmENT,  SELF-HELP 
VENTURE  FUND,  DURHAM,  NC 

Mr.  ScHALL.  Good  afternoon,  Madam  Chairman  and  members  of 
the  committee.  I  want  to  thank  you  for  giving  me  the  opportunity 
to  comment  on  the  SBA  Microloan  Program  this  afternoon. 

I'd  like  to  summarize  my  written  comments  with  this  testimony 
and  request  the  entire  written  testimony  be  submitted. 

Self-Help  Ventures  Fund  is  an  affiliate  of  the  Center  for  Commu- 
nity Self-Help,  which  is  a  private,  statewide  community  develop- 
ment banking  group  serving  North  Carolina.  Over  the  last  decade, 
Self-Help  has  loaned  and  invested  over  $60  million  to  support  the 
growth  of  small  businesses  and  to  promote  home  ownership  among 
low  wealth  communities  and  individuals. 

Self-Help  makes  an  effort  to  make  use  of  Federal  and  State  eco- 
nomic programs  and  make  them  work  for  North  Carolinians  and 
we  have  participated  in  several  of  them.  We  were  selected  to  be  one 
of  the  first  Microloan  Demonstration  intermediaries  in  the  fall  of 
1992.  Since  then,  we  have  made  $1.6  million  of  microloans  avail- 
able to  238  small  businesses  under  this  program,  businesses  that 
could  not  obtain  credit  from  banks  or  other  conventional  sources. 
As  of  last  fall,  Self-Help  was  responsible  for  1  out  of  every  11 
microloans  made  in  the  country.  These  are  small  loans.  Their  aver- 
age size  is  around  $6,800  for  Self-Help,  but  they  have  created  over 
700  jobs  in  our  State.  Our  total  loan  losses  to  date  have  been  less 
than  $10,000. 

Were  it  not  for  these  loans  and  the  associated  technical  assist- 
ance, these  firms  would  not  exist  today  and  would  not  have  grown 
to  any  significant  size.  Requests  for  financing  continue  to  reflect  a 
strong  demand  for  this  program. 

The  program  for  the  most  part  has  been  an  excellent  means  for 
assisting  thousands  of  very  small  and  emerging  companies  that 
often  need  a  little  coaxing  and  coaching  to  be  successful.  We've 
been  quite  pleased  with  the  entrepreneurial  spirit  demonstrated  by 
the  SBA  in  introducing  and  administering  the  program. 

Operating  this  type  of  program,  one  that  is  deoficated  to  making 
loans  to  companies  that  banks  won't  touch,  is  a  challenge.  These 
firms  are  often  too  small  for  banks,  they're  deemed  to  be  too  risky. 
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and  they're  diflficult  to  identify  through  conventional  marketing 
techniques.  Indeed,  banks,  in  their  assessment,  are  mostly  correct. 
These  loans  are  costly  to  make  and  they  don't  generate  much  reve- 
nue to  cover  our  expenses.  For  example,  a  $10,000  loan  yields 
about  $725  annually  to  cover  our  marketing,  origination,  servicing, 
monitoring,  and  technical  assistance  costs.  This  puts  considerable 
pressure  on  a  lender  to  be  efficient  and  to  keep  our  loan  losses  low. 

Yet,  with  a  little  help  from  the  SBA,  Self-Help  can  make  that 
$10,000  loan  and  the  business  can  be  a  self-sufficient  bank  cus- 
tomer in  a  few  years. 

Now,  Self-Help  made  just  such  a  loan  last  year.  A  Laotian-Amer- 
ican man  who  had  worked  for  a  produce  wholesaler  noticed  that 
there  were  not  sources  of  fresh  Oriental  sausages  and  meats  to  the 
Oriental  grocery  stores  that  he  was  serving.  He  decided  to  start  his 
own  business  to  meet  this  market.  He  worked  for  close  to  a  year 
to  meet  the  regulatory  requirements  for  his  operation  and  to  pre- 
pare it  for  his  business.  But  when  it  came  time  to  borrow  money 
to  finance  it,  he  was  rejected  by  every  bank  that  he  tried.  At  Self- 
Help,  we  worked  with  him  to  identify  the  strengths  of  his  busi- 
nesses, found  ways  to  compensate  for  the  inherent  weaknesses  in 
this  startup  business,  and  made  him  a  $10,000  loan  to  purchase 
equipment  and  hire  three  employees.  His  sales  quickly  rose  and  the 
company  was  so  successful  that  he  was  able  to  pay  off  the  loan 
ahead  of  schedule. 

It's  taken  10  years  and  many  mistakes  to  learn  the  lessons  that 
have  made  Self^Help  Microloan  Program  successful.  The  key  ele- 
ments that  make  this  program  work  well  are: 

First,  experienced  loan  officers  that  specialize  with  these  veiy 
small  businesses.  These  are  businesses  that  usually  fall  beneath 
the  radar  of  the  local  bank.  There's  not  an  obvious  loan  to  make 
when  they  walk  in  the  bank  door.  Rather  than  approve  or  reject 
these  applicants  based  on  some  abstract  formula  at  first  glance,  our 
loan  officers  tailor  loans  with  terms  that  meet  the  needs  of  the 
businesses  and  protect  the  lender  both.  That  means  getting  to 
know  the  borrower  a  little  better.  It  often  means  giving  a  smaller 
loan  than  the  business  requested.  We'll  later  make  a  subsequent 
loan  that  helps  the  company  grow  as  it  becomes  financially  strong- 
er. 

Second,  the  investment  Self-Help  makes  in  developing  a  borrow- 
er's management  skills  is  crucial.  Loan  officers  work  with  busi- 
nesses at  their  place  of  business  to  identify  management  or  busi- 
ness problems  and  work  toward  solutions.  When  and  where  it  is 
appropriate,  we  ask  the  businesses  to  use  other  technical  assist- 
ance providers  in  North  Carolina,  such  as  the  Small  Business  De- 
velopment Centers  and  the  SCORE  Chapters.  While  other  TA  pro- 
viders can  be  of  great  help,  we  find  that  this  program's  success  is 
built  on  the  relationship  established  between  a  loan  officer  and  a 
business  owner  as  they  work  together  for  the  business'  successes. 

Third,  the  use  of  microloan  technical  assistance  funding  is  nec- 
essary to  help  offset  the  additional  cost  inherent  in  running  this 
program.  To  date,  we  have  used  an  average  of  only  about  $1,600 
of  Microloan  Grant  funds  per  small  business.  Without  these  funds 
and  the  interest  earnings  on  the  loans,  we  would  not  be  able  to  op- 
erate the  program  successfully. 
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Last  and  most  importantly  is  the  innovation,  tenacity  and  hard 
work  of  the  entrepreneurs  that  borrow  from  us,  Self-Help  is  only 
a  catalyst  for  these  small  businesses.  We  try  to  select  the  business 
owners  who  we  believe  have  the  best  chance  for  success  and  we 
support  them.  But  in  the  end,  it's  the  entrepreneurs  that  make  the 
business  successful. 

In  conclusion,  the  SBA  Microloan  Program  provides  critical  sup- 
port for  small  businesses  that  need  startup  and  early  growth  fi- 
nancing, financing  that  is  the  hardest  to  obtain.  The  program  uses 
specialized  lenders  to  provide  tailored  loan  products  and  to  provide 
the  assistance  that  these  fledgling  businesses  need  at  a  critical 
time  in  their  development.  It's  a  stepping  stone  for  these  busi- 
nesses to  become  self-sufficient  and  eventually  graduate  to 
contentional  bank  financing.  The  success  of  the  program  is  due  in 
large  part  because  of  the  use  of  these  specialized  lenders  like  Self- 
Help,  whose  main  business  is  to  support  these  very  small  compa- 
nies. But  it's  also  the  combination  of  loan  capital  with  funds  to  pay 
for  the  additional  costs,  the  TA  costs  inherent  in  the  program  that 
makes  this  program  work.  It's  this  combination  that  makes  it  such 
a  powerful  and  effective  means  of  financing  thousands  of  small 
businesses  that  would  not  be  contributing  to  our  region's  growth 
otherwise. 

We  strongly  support  the  continuation  of  the  program.  Self-Help 
appreciates  the  opportunity  that  the  program  has  given  us  to  de- 
vise new  ways  of  aelivering  credit  to  this  vital  sector  of  our  econ- 
omy. 

On  behalf  of  Self-Help  and  the  238  businesses  we  have  served  to 
date,  we  thank  you  again  for  the  opportunity  to  testify  this  after- 
noon. 

Thank  you. 

Chairwoman  Meyers.  Thank  you  very  much,  Mr.  Schall.  We  ap- 
preciate it. 

[Mr.  Schall's  statement  may  be  found  in  the  appendix.] 

Chairwoman  Meyers.  Under  the  questions,  we  will  stay  under 
the  5  minute  rule  also.  Oh,  I  guess  Mr.  Kennedy  has  gone. 

I  have  a  couple  of  questions  I'd  like  to  ask.  The  15  percent  local 
match  that  you  have  to  have,  does  this  come  from  usually  the  State 
or  are  they  from  different  sources?  Maybe  we  could  just  start  and 
go  down  the  table. 

Ellen? 

Ms.  GrOLDEN.  Based  on  my  experience,  it  comes  from  a  variety  of 
sources.  In  our  case  it's  self-funded  from  interest  income  from  pre- 
vious loan  funds  that  we've  gotten.  But  other  intermediaries  in 
Maine  have  used  foundation  money,  bank  contributions,  and  State 
funds  to  a  limited  extent. 

Chairwoman  Meyers.  Mr.  Martinez? 

Mr.  Martinez.  Our  funds  are  received  from  some  foundations, 
the  cities  of  Phoenix  and  Tucson,  Bank  One,  Arizona  and  some 
other  of  the  smaller  banks  in  Arizona. 

Chairwoman  Meyers.  So,  in  other  words,  it  sounds  as  if  the 
banks  support  this  program  because  they  are  in  some  cases  the  or- 
ganization that  is  providing  the  15  percent  local  match. 

Ms.  Golden.  I  would  also  like  you  to  know  the  banks,  at  least 
in  Maine,  in  our  experience,  support  this  program  very  much  be- 
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cause  they  see  us  as  providing  customers  for  them  over  the  long- 
term.  One  of  our  best  sources  of  referrals  for  this  program  are  the 
banks. 

Chairwoman  Meyers.  OK.  Ms.  LeGrand? 

Ms.  LeGrand.  Our  program  is  also  very  diversely  funded,  with 
the  exception  of  the  State  of  California.  It  historically  at  this  point 
has  not  supported  microlending  initiatives,  although  there  is  some 
legislation  that  we've  just  gotten  authored  by  one  of  the  State  as- 
sembly women  that  we  hope  to  carry  and  get  some  support  from 
the  State  for  these  kinds  of  activities.  But  pretty  much  in  our  case 
the  foundation  community  and  private  individuals.  Less  so  banks. 
Obviously,  the  second  largest  bank  in  the  country  is  in  the  State 
of  California,  Bank  of  America.  So,  they  are  fairly  aggressive  and 
active,  but  it  really  is  very  varied  among  the  banking  community 
in  the  State.  I  would  say  that  while  there's  a  lot  of  lip  service,  I 
guess  I  would  say,  in  our  part  of  the  market  to  the  program  and 
to  our  efforts,  but  there's  not  quite  the  level  of  support  that  I  think 
is  necessary  and  that  I  know  exists  in  other  States  like  North 
Carolina  and  Maine. 

Chairwoman  MEYERS.  All  right. 

Mr.  Schall? 

Mr.  Schall.  Our  match  came  mostly  from  internally  generated 
funds,  like  Ellen's  and  CEL  Some  of  the  other  funds  came  from 
banks  and  foundations  as  well. 

Chairwoman  Meyers.  All  right.  Thank  you  very  much. 

Mr.  Daugherty,  are  you  suggesting  that  maybe  the  nationwide 
networks  of  SBDC's  could  take  over  all  the  technical  assistance  for 
the  Microloan  Programs  without  any  additional  funding?  I  think 
Ms.  Golden  indicated  that  maybe  there  were  some  long  waits  for 
appointments  in  some  areas.  Could  you  comment  on  this? 

Mr.  Daugherty.  Sure.  Thank  you. 

I  am  suggesting  that  a  more  active  formalized  role  by  the 
SBDC's,  which  are  already  substantially  funded  by  the  agency, 
should  have  been  considered.  It  was  not.  It  has  not  been.  I  do  know 
that  by  saying  that,  if  we  were  to  open  up  the  offices  to  a  substan- 
tial flow  of  additional  clients,  it  would  have  an  impact  on  your  abil- 
ity to  serve.  That's  just  natural.  We  experienced  that  with  the 
Women's  Loan  Prequalification  Program  when  it  was  put  on  the 
street.  There  was  all  of  a  sudden  huge  demand  for  new  service. 

What  I  think  ought  to  be  looked  at  is  what  could  be  accommo- 
dated, what  are  we  looking  at  in  the  way  of  numbers  of  clients  who 
are  serviced  on  an  annual  basis,  and  what  is  the  most  cost  effective 
way  to  provide  that  service.  I  think  unquestionably  if  you  make 
greater  use  out  of  existing  resources  first,  you'd  reduce  cost. 

Chairwoman  MEYERS.  Could  I  ask  Ms.  Forbes  maybe  and  Mr. 
Cox  to  come  back  to  the  table,  because  maybe  you  will  want  to 
comment  on  some  of  these  questions.  Would  you  like  to  comment 
on  maybe  structuring  something  more  formal  between  SBDC's  and 
the  Microloan  Program? 

Ms.  Forbes.  Sure.  We  do  encourage  the  microloan  intermediaries 
to  work  with  our  other  partners,  SCORE  and  SBDC's.  The  grant 
recipients  that  are  represented  here  by  the  Women's  Initiative, 
they're  up  to  25  grants  now  and  five  of  those  grants  have  gone  to 
SBDC's. 
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Chairwoman  Meyers.  Mr.  Manzullo? 

Mr.  Manzullo.  Thank  you. 

Mr.  Toolan,  could  you  tell  us  the  nature  of  the  technical  assist- 
ance that  was  lent  to  you  by  Mr.  Schall's  group? 

Mr.  Toolan.  Certainly.  Basically  what  they  helped  us  to  look  at 
as  far  as — ^we  had  a  very  comprehensive  business  plan  based  on 
our  previous  business  backgrounds,  but  more  along  the  lines  of 
what  their  technical  assistance  was  in  the  dealings  with  the  banks, 
how  to  use  the  money  that  we  were  getting  to  purchase  further  as- 
sets to  increase  our  asset  base  so  we  would  have  a  little  more  col- 
lateral in  the  future  over  time,  as  well  as  they  partnered  with  us. 
No  bank  was  willing  to  give  us  the  time  of  day  as  far  as — I  mean 
they  realized  that  we  were  pumping  jobs  and  money  into  this  econ- 
omy, but  they  would  not  come  and  look  at  our  business,  meet  who 
we  were,  and  actually  talk  to  some  of  our  clients. 

Mr.  Manzullo.  Do  you  have  any  idea  the  number  of  hours  of 
technical  assistance  that  was 

Mr.  Toolan.  No,  I  have  no  idea  how  much. 

Mr.  Manzullo.  It  was  a  lot  of  time,  I  presume. 

Mr.  Toolan.  It  was  a  fair  amount  of  time.  I  believe  a  lot  of  it 
was  done  with  my  partner,  but  I  have  no  idea  how  much. 

Mr.  Manzullo.  One  of  the  things  that  Fd  like  to  look  at  here  is, 
according  to  what  Mr.  Schall  said,  is  that  for  each  approximate 
$6,000  loan  that  there's  about  $1,600  per  loan  technical  assistance. 
Would  you  consider  it  to  be  unfair  on  the  part  of  the  U.S.  Con- 
gress  

Mr.  Toolan.  Could  you  repeat  the  question,  please? 

Chairwoman  Meyers.  I  didn't  hear  it  either. 

Mr.  Manzullo.  Sure.  My  question  is  that  according  to  Mr. 
Schall's  statement,  the  average  loan  is  about  $6,000. 

Mr.  Schall.  Our  average  loan  is  about  $6,800. 

Mr.  Manzullo.  OK,  $6,800.  The  average  amount  of  technical  as- 
sistance is  about  $1,600.  I'm  sure  you're  aware  of  the  $4.8  trillion 
debt  and  what  Congress  has  to  do  in  order  to  bring  that  into  bal- 
ance. Do  you  think  that  you  would  be  willing  to  repay  the  approxi- 
mate $1,600  back  to  the  Federal  Government  througn  Mr.  Schall's 
organization  over  a  period  of  time? 

Mr.  Toolan.  As  a  businessman,  I'd  have  to  look  at  how  that  com- 
pared to  my  loan  rate  and  also  as  far  as  what  I  had  available  for 
services.  I'm  a  small  business  and  small  business  is  fueling  our 
economy  these  days.  I  myself  had  limited  technical  background  as 
far  as  bank  loans  and  things  like  that.  If  you  were  thinking  of  ask- 
ing me  to  pay  that  back  over  time,  I  could  have  just  as  well  hired 
a  private  consultant,  probably  done  it  at  a  different  rate  and  maybe 
gotten  different  assistance  and  I  would  not  have  been  eligible  for 
some  of  these  Federal  programs. 

Mr.  Manzullo.  Could  you  have  hired  a  private  firm? 

Mr.  Toolan.  Could  I  have?  Not  a  qualified  person  in  my  area  be- 
cause nobody  understood  my  business.  They  really  didn't  under- 
stand  

Mr.  Manzullo.  Mr.  Toolan,  I  was  raised  in  a  small  business  my- 
self and  I  can  understand  what  you're  doing.  This  Congress  is  very 
concerned,  this  committee  is  very  much  concerned  over  the  amount 
of  technical  assistance  that  goes  into  each  loan  because  that  has  to 
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be  figured  into  the  total  amount  of  outlay.  Tm  trying  to  get  a  read 
here  as  to  if  in  your  opinion  these  services  were  worth  that  amount 
and  if  you  felt  an  obligation,  probably  over  a  period  of  years,  to  re- 
plenish the  account  perhaps  even  with  no  interest  so  that  others 
may  avail  themselves  of  that  assistance  without  Congress  having 
to  pump  more  money  into  it. 

Mr.  TOOLAN.  I'm  not  sure  I'd  be  willing  to  pay  back  the  full 
amount  because  of  the  quality  of  the  service  that  was  rendered.  As 
part  of  my  part  of  what  the  economic  impact  that  my  business  has 
made  has  more  than  paid  back  that  $1,600. 

Mr.  Manzullo.  Well,  I  understand,  but  that's  called  investment. 
You  said  because  of  the  quality  of  the  service.  I  presume  the  qual- 
ity was  good. 

Mr.  TooLAN.  No,  it  was  very  good.  But  that's  what  I  would  ex- 
pect from  a  Federal  program. 

Mr.  Manzullo.  Well,  you  have  high  expectations.  Vm  glad  it  was 
met  in  your  situation. 

Mr.  Martinez,  how  much  money  does  your  organization  receive 
through  grants? 

Mr.  Martinez.  It  receives,  I  believe,  20  percent  of  the  outstand- 
ing principal  balance  of  the  loans  that  we've  gotten  from  the  SBA. 
So,  it  would  be  20  percent  of  the  $300,000,  $60,000. 

Mr.  Manzullo.  Where  does  that  money  go?  Does  that  hire  em- 
ployees in  your  organization? 

Mr.  Martestez.  It  pays  for  employees  costs,  fringe  benefits,  cen- 
tralized corporate  services,  supplies,  and  mileage  reimbursement. 

Mr.  Manzullo.  How  much  of  that  $60,000  actually  goes  toward 
counseling  and  technical  services? 

Mr.  M/5tTiNEZ.  Well,  20  percent  automatically  goes  toward  cen- 
tralized corporate  services  for  accounting  and  other  such  costs.  The 
bulk  of  it  is  what  supports  salaries  for  the  employees  and  all  of 
that  is  toward  technical  assistance.  Probably  70  to  75  percent. 

Mr.  Manzullo.  Of  the  $60,000 

Mr.  Martinez.  Correct. 

Mr.  Manzullo.  [Continuing.]  is  going  into  actual  time.  I  under- 
stand that  employees  have  to  be  paid  for  that.  So,  you  get  an  aver- 
age of  20  to  25  percent  of  the  loan  amount  as  a  grant  in  order  to 
counsel  clients.  Is  that  correct? 

Mr.  Martinez.  Correct. 

Mr.  Manzullo.  Let's  see.  The  one  that  has  Coastal  Enterprises. 
Is  that  yours,  Ellen? 

Ms.  Golden.  Yes. 

Mr.  Manzullo.  The  first  page  of  your  statement  says  that,  "In- 
corporated in  1977,  CEI  manages  a  pool  of  $20  million  in  loan 
funds." 

Ms.  GrOLDEN.  Yes. 

Mr.  Manzullo.  You  don't  have  that  on  hand,  do  you? 

Ms.  Golden.  No,  most  of  it  is  out  working. 

Mr.  Manzullo.  Because  I  turned  to  the  third  page  and  you  have 
about  $3.7  million.  You're  capitalized  now  at  about  $3.7  million. 

Ms.  Golden.  No.  Let  me  explain.  CEI  does  a  full  range  of  lend- 
ing. We  do  everything  from  the  tiniest  of  microloans  up  to  larger 
loans,  the  maximum  being  somewhere  between  $300,000  and 
$500,000.  So,  the  difference  in  those  two  numbers  is  the  difference 
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between  our  commitment  to  microlending  and  our  commitment  to 
larger  what  we  call  development  fund  businesses. 

Mr.  Manzullo,  The  last  question  is  Mr.  Schall  came  up  with  fig- 
ures of  about  $1,600  in  technical  services  for  about  a  $6,800  loan. 
Do  you  have  any  idea  what  your  ratio  is? 

Ms.  Golden.  I  would  say  on  average  our  technical  assistance 
customers  get  about  12  hours  of  counseling  apiece  and  I'd  have  to 
do  some  quick  calculations  to  tell  you  what  the  actual  cost  of  that 
is.  But  it's  very  difficult  to  say.  I  would  urge  you  to  think  about 
the  diversity  of  the  needs  of  the  customers  that  we  serve.  There's 
one  customer  that  I  can  think  of  who  was  a  technical  assistance  cli- 
ent for  at  least  2  or  2V2  years  before  she  was  ready  to  apply  for 
a  loan.  She's  been  in  the  portfolio  now  for  about  2  years  and  contin- 
ues to  receive  intensive  technical  assistance. 

Mr.  Manzxjllo.  Every  case  is  different. 

Ms.  Golden.  Every  case  is  different.  Clearly  the  costs  associated 
with  somebody  like  that  would  be  far  greater. 

Mr.  Manzullo.  Thank  you. 

Ms.  Golden.  You're  welcome. 

Chairwoman  Meyers.  I  think  I'm  going  to  recognize  Mr.  Luther 
next.  But  let  me  say  I  think  the  committee  would  be  interested 
in — we  fund  sometimes  duplicating  and  overlapping  programs.  I 
think  what  Mr.  Manzullo  and  maybe  some  of  the  others  have  been 
kind  of  leading  toward  if  we're  ftinding  SCORE,  if  we're  funding 
SBDC,  do  we  really  need  another  grant  program  to  fund  another 
counseling  program  the  Microloan  Program?  So,  you  might  make 
some  comments  on  that. 

I'll  go  to  Mr.  Luther  first  and  let  you  all  think  about  maybe  what 
you  might  want  to  say. 

No  questions,  Mr.  Luther? 

Mr.  Souder. 

Mr.  Souder.  I  was  just  curious  what  others  thought  about  the 
question  of  payback  on  the  loans.  We  understand,  most  of  us  have 
small  businesses,  that  every  loan  we  make  has  benefits  to  the  soci- 
ety and  that  could  be  argued  over  investing  in  any  firm.  I  thought 
part  of  the  focus  of  this  program  is  you  take  people  who  are  higher 
risk,  who  would  need  more  intensive  involvement  to  succeed  be- 
cause it  wouldn't  go  through  the  normal  system.  The  question  is 
that  if  they  succeed,  should  they  pay  back  part  of  what  they  suc- 
ceeded with? 

Is  there  any  other  comments? 

Ms.  Golden.  I  would  certainly  discourage  that,  in  part  because 
I  think  the  knowledge  or  the  awareness  up  front  that  you'd  be  re- 
quired to  repay  the  cost  of  a  technical  assistance  loan  would  be  a 
significant  disincentive  for  people  with  limited  resources.  I  think 
the  issues  around  going  into  business  are  probably  intimidating 
enough  for  a  lot  of  people  and  even  in  obtaining  credit  is  a  scary 
prospect.  The  only  way  that  they're  willing  or  able  to  approach  that 
is  knowing  that  they've  got  the  full  support  and  commitment  of  in- 
dividuals like  the  SBA  Microloan  intermediaries.  I  think  we  would 
really  lose  an  important  opportunity  to  develop  a  whole  class  of  en- 
trepreneurs if  we  were  to  do  that. 
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Mr.  SOUDER.  Let  me  ask  you  a  question  of  why  that  would  be 
true.  We're  not  proposing  they  have  to  pay  it  back  if  thev  fail, 
which  you  would  with  a  normal  bank  loan,  but  if  they  succeed. 

Ms.  Golden.  I  think  it's  that  they  don't  necessarily  know  that 
up  front.  So,  it  may  not  be  a  totally  rational  response,  but  I  think 
it  would  be  a  very  real  fear  and  it  might  be  sufficient  to  prevent 
people  from  moving  into  the 

Ms.  Forbes.  Let  me  just  clarify  something.  They  do  have  to 
repay  the  loans.  The  technical  assistance  does  not  have  to  be  re- 
paid. 

Mr.  Souder.  Yes. 

Ms.  Forbes.  She  said  loan,  but  we  mean  grant. 

Ms.  LeGrand.  I  would  also  concur  with  my  colleague 

Mr.  Souder.  Which  normally  would  be  built  into  the  price  of  the 
loan,  but  in  this  case  it  isn't. 

Ms.  Forbes.  Normally  it's  not  provided  at  all. 

Ms.  LeGrand.  Yes,  it's  absent. 

Mr.  Souder.  But  these  rates  are  different  and  the  type  of  sub- 
sidy is  is  that's  the  differential.  The  technical  assistance  is  a  high 
portion  because  a  bank,  if  they  had  to  provide  the  same  loan,  sim- 
ply couldn't  provide  the  technical  assistance  and  don't  want  that 
side  because  the  overhead  on  it  would  be  greater  than  the  return. 
So,  in  effect,  that  is  part  of  the  loan,  but  it's  separated  out  in  this 
program. 

Ms.  LeGrand.  Well,  I  would  also  say  that  historically  banks  did 
used  to  provide  some  technical  assistance  to  the  business  commu- 
nity and  as  banking  has  changed  and  they  recognize  that  the  costs 
are  borne,  the  total  cost  of  doing  the  loan  wasn't  borne  out  in  the 
technical  assistance  that  was  provided  by  the  local  banker,  they 
moved  further  and  further  away  from  that. 

But  what  I  would  also  add  is  that  while  the  individuals  may  not 
be  willing  or  may  not  be  prudent  to  have  them  repay  the  cost  of 
the  technical  assistance  because  again  I  think  some  of  us  are  say- 
ing that  that  again  is  going  to  vary  on  the  amount  of  technical  as- 
sistance that  you  use,  and  so  the  bill  could  be  higher  in  some  cases, 
and  it  does  also  take  a  significant  amount  of  time  before  businesses 
achieve  profitability.  So,  you'd  be  looking  at  further  and  further 
into  the  future  in  many  cases. 

But  I  also  think  that  at  least  in  my  experience  we  do  get  payback 
directly  to  the  organization.  There  are  many  women  businesses 
that  we've  helped  to  start  who  become  volunteers  in  the  organiza- 
tion, become  mentors  to  other  women  who  are  going  down  that 
same  road,  become  financial  contributors  to  the  organization.  So, 
we  don't  have  an  established  and  formal  tracking  mechanism  to  see 
the  return  on  investment  or  the  repayment  to  the  Government  or 
to  my  agency,  for  example.  We  do  see  it  in  terms  of  continued  sup- 
port and  sort  of  a  circular  process  of  involvement  from  those  who 
have  benefited  from  the  programs  like  mine. 

Mr.  SCHALL.  If  I  could  make  a  further  comment.  I  agree  that 
there's  probably  a  psychology  barrier  that  you'd  be  setting  up  for 
these  small  businesses.  I  also  think  that  the  beauty  of  the  way  the 
program  is  set  up  now  by  having  the  lender  providing  the  technical 
assistance  is  the  borrower  doesn't  see  it  as  having  to  go  through 
a  technical  assistance  program.  They  get  technical  assistance  in 
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the  process  of  applying  for  and  having  a  loan  with  a  bank,  an 
intermediary  like  us. 

So,  I  think  the  term  "technical  assistance"  can  be  considered  a 
stigma  for  a  small  business  person  and  they  don't  want  to  see 
themselves  as  something  less  than  another  small  business  owner. 
Therefore,  by  molding  it  into  the  process  of  applying  for  and  having 
a  loan  with  Self-Help,  they  don't  see  it  as  a  specialized  program. 
I  think  that  if  it  was  seen  as  a  specialized  program,  there'd  be  a 
stigma  attached  to  it  because  small  business  owners  don't  like  to 
be  subsidized. 

Last,  I  would  not  want  to  be  responsible  for  having  to  collect  all 
these  little  $1,600  payments  all  around.  It  would  probably  cost  me 
at  least  that  much  money  to  collect  it. 

Mr.  SouDER.  You've  raised  a  good  technical  question.  In  addition 
to  collection,  the  different  times  on  profitability,  there  would  be  a 
hesitancy  to  tap  into  the  advice  as  freely  if  you  thought  you  were 
going  to  have  to  pay  for  it  each  time  by  hour.  But  part  of  our  ques- 
tions are  we're  faced  with  a  tough  budget  question.  We  need  people 
to  be  thinking  as  if — quite  frankly  they  are  getting  a  program,  so 
they  need  to  realize  they're  getting  a  program.  Other  taxpayers  are 
funding  that  program  for  them  and  it  may  be  a  type  of  question 
unless  we  can  figure  out  how  to  make  this  work  so  that  there's  still 
high-risk  venture  capital,  there  may  be  no  programs.  That's  partly 
what  we're  trying  to  figure  out,  is  it  worth  protecting  the  program 
if  we  have  to  do  some  compromises? 

Mr.  ScHALL.  I  agree  that  we  should  look  for  ways  of  making  it 
more  efficient. 

Mr.  SouDER.  Thank  you.  Sorry  I  missed  the  first  part.  We  always 
have  multiple  things  going  on.  I  have  a  live  radio  program  that 
started  just  now,  so  I  need  to  get  back.  Thank  you. 

Chairwoman  Meyers.  Thank  you,  Mr.  Souder. 

I'll  go  to  Mr.  Flake  and  then  we'll  come  back  and  talk  about  some 
more  questions. 

Mr.  Flake.  Thank  you  very  much,  Ms.  Meyer  and  good  after- 
noon, members  of  the  panel.  I  m  happy  to  be  here  too,  to  be  a  part 
of  the  hearing.  I  just  landed  from  New  York,  but  I  rushed  over  be- 
cause I  think  it's  important.  One,  because  I  am  clearly  a  supporter 
of  not  only  the  7(a)  but  all  of  the  SBA  Programs  in  terms  of  their 
ability  to  create  job  opportunities  in  areas  where  otherwise  you 
would  not  have  those  job  opportunities  available. 

To  the  point  of  technical  assistance,  I  think  the  best  way  to  guar- 
antee the  repayment  of  monies  is  really  to  provide  the  services  to 
them  up  front  as  opposed  to  waiting  until  they  get  into  trouble  and 
then  try  to  resolve  their  problems. 

I  have  what  I  think  is  going  to  be  1  of  11,  I  guess,  one-stop  cap- 
ital shops  in  the  country  in  my  district.  One  of  the  things  I've  no- 
ticed in  visiting  the  center  is  that  the  technical  assistance  compo- 
nent may  well  be  the  most  important  of  all  the  processes  within 
this  operation  because  many  of  these  business  persons  are  first 
time  business  owners.  In  many  instances,  without  the  benefit  of 
the  technical  assistance,  most  of  them  would  probably  fail  because 
of  an  inability  to  truly  manage  in  a  way  that  we  would  expect  them 
to  because  we  often  compare  small  businesses  with  large  busi- 
nesses who  have  all  the  technical  skills. 
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When  I  look  back,  as  I'd  like  to  say  before  the  committee  when 
it  was  me  and  the  Secretary,  we  did  not  have  legal  services,  and 
we  did  not  have  accounting  services,  we  did  not  have  all  of  the 
things  that  one  would  ordinarily  put  in  place  to  start  a  business. 
By  the  time  we  got  to  780  employees,  we  realized  that  we  needed 
those  services. 

These  programs  give  opportunities  because  they  have  access  to  so 
many  resources. 

To  the  point  of  SCORE,  remember  that  SCORE  provides  us  an 
opportunity  to  utilize  the  skills  of  persons  who  have  been  success- 
ful in  business.  So,  I  don't  know  that  it's  duplicitous.  As  a  matter 
of  fact,  I  think  it  is  not.  I  think  it  is  supportive  of  and  gives  greater 
probability  even  to  those  businesses  of  surviving. 

If  we're  going  to  take  people  off  of  welfare,  then  we've  got  to  get 
them  jobs  where  they  live.  Where  they  live  is  in  the  communities 
that  generally  businesses  will  not  come.  But  if  we  can  find  more 
ways  to  get  money  into  the  hands  of  those  persons  who  want  to 
start  businesses,  I  believe  we  can  turn  America  around.  I'd  just  like 
your  general  opinions  on  that. 

Chairwoman  Meyers.  They  like  it. 

Mr.  Flake.  Mr.  Daugherty? 

Mr.  Daugherty.  Let  me  respond  to  a  piece.  I  think  we  are  just 
beginning  to  see  some  emerging  data  first  reflected  in  a  recently 
released  Dunn  &  Bradstreet  report  within  the  last  month  which  in- 
dicates that  contrary  to  what  we've  believed  for  years,  that  is  that 
7  out  of  10  businesses  fail  in  the  first  few  years,  that  they  actually 
are  confirming  that  7  out  of  10  businesses  are  succeeding.  I  happen 
to  believe  that's  true.  That's  certainly  indicative  of  our  client  base, 
which  exceeds  that  kind  of  success  rate. 

I  think  it  reflects  in  large  measure  what  the  Congress  has  done 
in  providing  the  kind  of  support  for  finance  and  management  and 
technical  assistance  programs,  particularly  over  the  last  15  years 
or  so.  There  are  reasons  why  business  failure  rates  are  down  and 
those  reasons  are  that  there  are  now  in  every  State  very  substan- 
tial SBDC  Programs.  There  are  a  host  of  financing  intermediaries 
out  there  that  are  providing  technical  assistance.  It  is  not  acciden- 
tal. 

It  is  a  concern  to  me,  as  I  know  we  look  at  issues  of  fees  for  serv- 
ice, and  it's  been  raised  here,  it's  a  concern  to  me  that  just  at  the 
point  in  time  where  maybe  we're  realizing  the  true  value  of  the  in- 
vestment that  we've  made  over  these  past  15,  20  years,  that  we  are 
ffoing  to  say,  "No,  let's  put  some  impediments  up.  Let's  put  those 
ittle  barriers  that  give  a  person  the  excuse  not  to  walk  into  an  of- 
fice, because  it's  going  to  cost  me,"  and  I  think  that  would  be  an 
enormous  mistake. 

Mr.  Flake.  I  think  long-term  we  generate  more  in  terms  of  taxes 
that  those  businesses  are  able  to  pay.  So,  you're  talking  about  re- 
ducing the  amount  of  money  that  the  Government  spends.  We  talk 
about  reducing  the  deficit.  The  reality  is  you  can  reduce  deficits  by 
collecting  more  taxes.  So,  by  creating  jobs,  you  in  effect,  not  only 
create  taxes  as  it  relates  to  the  income  tax,  you  create  taxes  as  it 
relates  to  what  that  business  has  to  pay  through  corporate  taxes 
and  so  forth. 
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I  think  that  small  business  make  a  significant  contribution. 
They're  probably  making  a  greater  contribution,  but  they're  living 
on  a  very  thin  margin.  I  think  we  have  to  do  everything  we  C£in 
to  support;  them  so  that  they  can  function  within  the  framework  of 
the  amount  of  dollars  they  have  available  to  them. 

I  think  the  Government  gets  a  win/win  situation  in  the  long-term 
if  we  just  give  them  a  chance  and  support  them  and  stay  with 
them. 

Ms.  LeGrand.  I  would  like  to  say,  if  I  could 

Chairwoman  Meyers.  Could  I  comment  that  we  need  to  be  very 
quick  here  because  we  have  a  vote.  I  think  there  are  three  votes 
on  suspension,  of  bills  on  suspension.  So,  we  are  going  to  have  to 
adjourn  very  quickly. 

What  I  wanted  to  ask  is  I  think  some  Members  will  probably 
want  to  submit  questions  to  you  that  were  unable  to  be  here  today 
because,  as  you  can  see,  we're  just  going  into  session  late  in  the 
afternoon.  So,  some  of  them  like  Mr.  Flake  just  came  in  so  late 
they  were  not  able  to  be  at  the  hearing. 

I  don't  want  you  to  think  we  are  not  supportive  of  the  programs 
here.  I  do  think  that  we  are  going  to  have  a  balanced  budget 
amendment  to  the  Constitution,  even  though  it  slipped  by  one  vote 
in  the  Senate.  I  think  we'll  see  it  again  and  I  think  we  will  have 
a  balanced  budget  within  the  next  year  or  two.  That  means  that 
Federal  spending  is  going  to  have  to  shrink.  We  are  going  to  be 
looking  at  every  program.  If  there's  a  way  to  make  these  programs 
mesh  better  together  and  a  way  to  keep  the  program  in  existence 
but  maybe  not  have  it  cost  quite  so  much,  that's  what  we  are  all 
looking  for  and  groping  for  and  I  think  we're  going  to  see  a  lot  of 
that  in  the  next  couple  years. 

Yes,  I  think  Ms.  LeGrand  wanted  to  talk  and  then  Ms.  Golden. 

Yes? 

Ms.  LeGrand.  I  guess  I  just  wanted  to  comment  on  the  Con- 
gressman's question  a  little  bit,  at  least.  I  think  part  of— as  we 
think  about  the  cost  of  these  programs  and  sort  of  the  work  that 
we're  doing,  we  really  are,  as  you  said  earlier,  really  trying  to  pull 
in  some  people  who  have  been  left  out  on  the  sidelines  for  a  long 
time.  What  that  requires  is  some  patient  investment  to  help  them 
build  the  skills  that  they  need  and  provide  the  access  that  they 
haven't  had  to  become  a  part  of  this  economy  of  ours.  We're  not, 
I  don't  think  in  my  case  at  least,  encouraging  entrepreneurship  as 
a  panacea,  as  an  answer  to  every  problem.  But  for  those  of  us  who 
have  the  right  mix  of  ingredients,  of  skills  and  information  and  fi- 
nancing, we  are  seeing  tremendous  success  on  the  part  of  people, 
women,  minorities,  everybody  who's  concerned  in  rural  and  urban 
America  really  make  a  difference  and  get  back  on  their  feet. 

Chairwoman  MEYERS.  I  am  going  to  have  to  leave.  I'm  sorry.  Ms. 
Golden,  I'd  love  to  hear  fi'om  you.  I  may  have  some  questions  that 
I  will  submit,  but  because  of  the  time  of  the  vote  I'm  going  to  have 
to  declare  the  meeting  adjourned. 

Thank  you  all  very  much  for  being  with  us. 

The  meeting  is  adjourned. 

[Whereupon,  at  5:11  p.m.,  the  committee  was  adjourned,  subject 
to  the  call  of  the  chair.] 
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Opening  Statement 

of 

Hon.  John  J.  LaFalce 

Concerning 

Microloan  Program 

Madam  Chairman,  I  am  pleased  to  be  here  for  hearings  on  the 
microloan  program  originally  authorized  by  the  Congress  four  years 
ago. 

Under  this  program,  the  Small  Business  Administration,  in 
cooperation  with  generally  non-profit  delivery  mechanisms  called 
"intermediaries"  provides  small  amounts  of  seed  capital  to  the  very 
smallest  of  small  businesses.  These  small  businesses  are  so  small 
that  they  generally  do  not  have  any  employees  and  they  usually 
operate  on  a  shoestring  from  the  owner's  home.  Their  financial 
needs  are  minuscule  -  -  -  several  thousand  dollars.  In  no  case  may 
the  program  loan  more  than  $25,000  to  one  borrower. 

There  are  two  unique  aspects  to  this  program.  The  first  is 
the  training  and  development  aspects.  It  is  not  sufficient  simply 
to  make  loan  capital  available  to  these  small  firms  or  would  be 
small  firms.  Money  alone  would  doom  most  of  them  to  failure.  They 
also  need  training  and  education.  And  the  intermediaries  provide 
it,  not  just  the  business  aspects  but  frequently  basic  education 
itself . 

The  second  is  the  commonality  of  interests  of  these  borrowers. 
SBA  does  not  provide  the  loan  directly  to  the  borrower.  Funding  is 
provided  to  intermediaries  which  in  turn  make  loans  to  the  small 
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business  borrowers.  Only  if  the  borrower  successfully  re-pays  the 
intermediary  does  the  money  turnover  and  become  available  to  make 
loans  to  additional  small  entrepreneurs.  Thus  financial  needs  of 
future  borrowers  depend  upon  loan  repayment  by  present  borrowers . 
This  establishes  a  strong  repayment  incentive  from  the  borrower's 
peers,  a  concept  successfully  developed  in  Bangladesh. 

Interest  in  this  program  has  been  phenomenal.  We  started  with 
a  very  small  pilot  and  have  increased  its  scope  on  two  subsequent 
occasions.  The  microloan  program  now  exists  in  all  but  two  states, 
although  the  approved  intermediaries  do  not  necessarily  provide 
coverage  in  every  area  of  the  state. 

I  look  forward  today  to  receiving  first  hand  information  on 
the  operation  of  the  program,  and  I  congratulate  Mrs.  Meyers  on 
calling  this  hearing, 
(microhm,  sta) 
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Opening  Statement 
March  14  Hearing  on  Microloans 

The  Committee  will  come  to  order. 

The  Small  Business  Administration's  mission  for  many  years  has 
included  increasing  small  business's  access  to  capital.  To  fulfill  this 
mission,  programs  such  as  the  7(a)  guaranteed  loan  program  and  the 
Section  504  Certified  Development  Company  program  were  born.  But 
despite  the  success  of  these  programs,  there  was  one  type  of  small 
business  that  continued  to  have  difficulty  getting  the  funding  it  needed 
to  start,  to  grow  and  to  succeed.  This  was  the  entrepreneur  who  was 
truly  the  smallest  of  businesses,  whose  capital  requirements  were 
under  $25,000.  Such  loans  were  unattractive  to  banks,  because  the 
cost  of  servicing  exceeded  the  profit  the  bank  might  make  in  fees  and 
interest. 

To  meet  that  need,  Congress  created  the  Microloan  Demonstration 
Project  through  Public  Law  102-140  in  October,  1991 .  This  pilot  loan 
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program  is  a  partnership  between  the  SBA,  nonprofit  lending 
intermediaries,  and  technical  assistance  providers.  The  SBA  provides 
loans  to  the  intermediaries,  which  in  turn  make  loans  to 
"microborrowers".  The  loans  made  by  SBA  provide  the  basis  for  a 
revolving  loan  fund  managed  by  the  intermediary.  Furthermore,  grants 
are  made  to  provide  technical  assistance  to  borrowers. 

This  program  was  expanded  last  year  to  increase  the  number  of 
intermediaries  from  35  to  101 .  The  number  of  technical  assistance 
providers  has  increased,  as  has  the  aggregate  amount  of  SBA  funding 
available  to  intermediaries.  In  addition,  a  pilot  guarantee-based 
program  was  added. 

It  is  our  purpose  today  to  examine  this  pilot  project  and  see  if  it  has 
fulfilled  its  stated  mission  of  providing  very  small  loans  to  business 
owners,  loans  that  would  not  have  otherwise  been  available  through 
conventional  lending  sources.  Furthermore,  we  will  look  at  the  technical 
assistance  provided  to  see  if  it  is  making  a  difference  in  small  business 
success. 
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Committee  on  Small  Business 
The  House  of  Representatives 

Opening  Remarks 

of 

The  Honorable  Glenn  Poshard 

March  14,  1995 

Madam  Chair,  thank  you  for  holding  today's  hearing  on  the  Small  Business 
Administration's  Microloan  Demonstration  Program.    Through  this  pilot  program,  the 
SB  A  has  had  the  opportunity  to  fill  a  gap  left  by  commercial  lenders.    By  making 
funding  available  to  approved  intermediaries,  the  SBA  is  able  to  provide  small  loans 
and  technical  assistance  to  micro-borrowers.    Often  these  micro-borrowers  are 
women,  minority,  and  low-income  small  business  owners  who  before  this  program 
would  have  been  under-served  by  the  lending  market.    Through  this  loan  program, 
these  small  business  owners  are  afforded  a  unique  opportunity  to  reinvest  in  their 
businesses  and  their  future. 

I  want  to  thank  the  members  of  today's  panel  for  joining  us,  and  for  sharing 
with  the  Committee  their  testimony  on  the  SBA  Microloan  Program.    I  especially  look 
forward  to  hearing  from  Ms.  Patricia  Forbes  of  the  SBA  on  the  Microloan  Program's 
current  status,  but  more  importantly,  the  direction  in  which  the  SBA  plans  to  move 
this  pilot  program.    With  four  intermediate  lenders  participating  in  the  program  in 
Illinois,  I  am  interested  in  how  we  can  make  the  Microloan  Program  more  accessible 
and  effective  for  small  business  owners.    As  Congress  works  to  balance  the  federal 
budget,  I  believe  we  must  insure  that  programs  like  the  SBA  Microloan  Program  are 
benefiting  and  offering  valuable  opportunities  to  as  many  Americans  as  possible. 
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Madam  Chairman,  members  of  the  Committee,  my  name  is  Scott  Daugherty.   Since 
1984,  I  have  been  the  Executive  Director  of  the  North  Carolina  Small  Business  and  Technolo- 
gy Development  Center  (SBTDC),  one  of  the  56  Small  Business  Development  Centers  funded 
in  part  by  the  U.S.  Small  Business  Administration.  The  SBTDC  is  a  business  and  technology 
extension  service  of  The  University  of  North  Carolina  system  and  is  the  State  of  North 
Carolina's  primary  vehicle  for  providing  management  counseling  and  technical  assistance  to 
the  small  business  community. 

I  am  pleased  to  have  the  opportunity  to  talk  with  you  this  afternoon  about  the  SBDC 
program,  the  SBA  Micro  Loan  Program  and,  briefly,  about  significantly  expanding  outreach 
and  service  to  the  small  business  community  through  a  national  Small  Business  Extension 
System  based  upon  the  SBDCs. 

First,  a  few  words  about  the  SBDC  program. 

As  you  know,  the  SBDC  program  was  officially  started  in  1980  with  funding  provided 
through  the  Small  Business  Administration  to  eight  states.   Today  there  are  SBDCs  operating 
in  each  state,  the  District  of  Columbia,  Puerto  Rico  and  the  Virgin  Islands.   Through  the  now 
more  than  950  SBDC  offices  nationwide,  nearly  600,000  firms  receive  management  and 
technical  assistance  each  year.   And,  this  is  assistance  with  real  impact  -  impact  that  is 
confirmed  by  recent  independent  studies  and  by  the  Government  Accounting  Office.   This 
includes: 

*  Exceptional  job  growth-nearly  65,000  in  the  period  of  the  most  recent  study 

(1991-1992) 
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*  Assisted  firms  experienced  ~  strong  growth  in  sales  and  profitability—well 
beyond  national  averages 

*  They  also  provided  healthy  contribution  of  new  taxes  ~  abnost  three  times  the 
cost  of  the  SBDC  program  armually. 

*  And  —  perhaps  most  important,  the  SBDCs'  clients  were  well  satisfied  with  the 
services  provided. 

The  notable  record  of  performance  of  the  SBDCs  would  not  be  possible  were  it  not  for 
the  fact  that  the  SBDCs  represent  a  partnership  between  the  federal  government,  state 
government,  higher  education  and  the  private  sector.   Through  the  significant  added  state  and 
local  resources  which  the  SBDCs  bring  to  this  partnership,  including  well  established 
relationships  with  the  key  economic  development  players  in  their  state  (or  region),  the  federal 
government  is  fostering  an  enormously  well  leveraged  and  cost  effective  program. 

Now,  let's  turn  to  some  comments  on  the  SBA  Micro  Loan  Program.   This  program 
was  initially  authorized  in  the  fall  of  1991.   It  now  has  over  100  lending  participants  across  the 
country.   There  are  also  a  more  limited  number  of  technical  assistance  grant  recipients  funded 
to  assist  micro  loan  borrowers.  This  SBA  initiative  results  from  a  recognition  of  a  credit  gap 
which  exists  for  small  borrowers-those  borrowing  generally  less  than  $100,000.  This  gap  is 
more  evident  as  borrowers  seek  lesser  amounts  and  is  most  apparent  at  the  "micro"  loan  level. 

The  Micro  Loan  Program  is  still  relatively  new.  It  has  been  fairly  rapidly  expanded 
and  it  is  evolving— note  for  instance,  the  upper  credit  limit  amount  for  micro  loans  changed 
from  $7,500  in  1993  to  $25,000  in  1994. 


47 


Both  because  it  is  new  and  because  it  has  rapidly  expanded  it  is  difficult  to  make  a  fair 
assessment  of  the  efficacy  of  the  Micro  Loan  Program--!  could  say  unequivocally  that  if  all 
participating  intermediary  lenders  have  the  experience  and  a  well  earned  reputation  for  quality 
like  the  Self  Help  Ventures  Fund  in  North  Carolina,  we  can  expect  to  hear  good  things. 

What  we  can  say  is  that  there  is  enormous  potential  demand  for  "micro"  loan 
financing.   Small  loans  can  help  establish  micro  businesses  which  provide  important  supple- 
mental income  to  hard  working  families.  Micro  loans-particularly  up  to  the  $25,000  level- 
can  support  new  ventures  which  not  only  provide  substimte  employment  but  create  many 
needed  new  jobs  (such  as  those  provided  by  my  friend,  from  North  Carolina  who  testified  on 
the  prior  panel). 

We  also  can  say  that  micro  lending  is  difficult  lending  and  is  expensive.   Frankly, 
Madam  Chairman  a  credit  gap  exists  at  the  micro  loan  level  not  because  we  have  capital 
insufficiencies  but  because  our  traditional  lending  institutions  have  determined  that  they  cannot 
provide  cost  effective  and  profitable  lending  services  at  this  end  of  the  financing  spectrum. 
Thus,  we  see  non-traditional  attempts  to  begin  to  address  the  need  for  "micro"  financing.   The 
SB  A  Micro  Loan  Program  is  one  such  approach  -  it's  interesting  to  note  that  most  program 
participants  are  non-traditional  lenders,  many  are  community  based  and  controlled.   There  are 
also  numerous  additional  lending  programs  at  the  local  community  level  -  revolving  loan 
pools  are  springing  up  all  over  North  Carolina,  for  instance.  Interestingly,  most  of  these  pools 
involve  the  traditional  commercial  lenders. 
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So  what  are  the  problems  which  relates  to  the  SBA  Micro  Loan  Program.  I  will  cite 
four. 

First,  micro  lending  is  expensive.   Bankers  will  talk  about  "transaction"  costs  and  these 
are  certainly  one  component  of  costs.  Expenses  in  identifying,  qualifying,  closing  and 
administering  micro  loans  likely  will  be  as  expensive  or  more  so  than  those  associated  with 
larger  loans.   But  there  are  other  direct  costs  including  high  subsidy  rates  and  concerns  with 
respect  to  loan  rates. 

Second,  micro  lending  is  inherently  more  risky  then  general  commercial  lending. 
Insufficient  collateral  and  lack  of  adequate  credit  histories  are  often  cited.  Many  micro  loan 
recipients  also  lack  necessary  business  management  skills  to  survive  let  alone  succeed. 

Risks  can  be  reduced  —  of  course-  through  better  referral,  closer  up  front  screening  of 
applicants,  effective  monitoring  of  loans,  and  extensive  management  and  technical  assistance 
for  borrowers  -  but  not  without  costs. 

Third,  the  current  micro  loan  initiative  does  not  effectively  involve  and  leverage  SBA's 
primary  resources.  The  best  examples  of  this  is  the  failure  to  formally  engage  the  SBDCs  in 
the  program.  With  our  substantial  field  network  and  our  strong  capability  for  counseling  and 
training,  the  SBDCs  should  have  been  the  fu-st  resource  tied  into  the  micro  loan  program. 
They  were  not.   And  to  make  matters  worst,  the  Agency  is  expending  significant  additional 
funds  to  provide  management  and  technical  assistance  to  micro  loan  recipients.   For  the 
current  fiscal  year,  this  is  $15,869,000  and  this  is  proposed  to  increase  in  FY'96.   This  is 
roughly  equivalent  to  20  percent  of  the  national  SBDC  budget.   Expendimres  at  this  level 
make  little  sense  in  a  time  when  resources  are  scarce. 
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Fourth,  the  current  initiative  is  insufficient  and  will  never  be  sufficient  to  meet  the  level 
of  potential  demand  for  micro  loans.  The  federal  government  cannot  afford  to  meet  this 
demand.   Given  this  fact,  the  SBA  should  be  demonstrating  ways  in  which  to  leverage  vastly 
larger  sums  ~  from  the  country's  traditional  capital  sources.  Banks  are  active,  primary 
resources  of  SBA  in  other  lending  programs.  They  are  begiiming  to  be  active  "micro"  loan 
supporters  —  through  a  wide  array  of  community  loan  pools  ~  where  incidentally,  SBDCs  and 
local  government  have  provided  the  leadership  necessary  to  involve  local  banks. 

Many  of  us  recognize  the  need  to  reduce  the  size  of  government  and  make  it  more 
effective  ~  both  here  in  Washington  and  at  home.   To  do  this,  and  to  continue  to  meet  the  very 
significant  and  growing  needs  of  the  small  business  community  for  management  assistance  and 
capital  will  be  a  particular  challenge  of  this  Committee. 

In  doing  so,  I  urge  you  to  look  to  four  things. 

First,  SBA  must  have  well  focused  management  and  technical  assistance  and  financing 
programs.  These  need  to  be  built  on  the  strengths  of  established  partners. 

Second,  reductant  program  efforts  need  to  be  eliminated.   Savings  of  well  over  $50 
million  annually  can  be  achieved  just  by  consolidating  programs  and  resources  (e.g.,  nearly 
$16,000,000  is  expended  for  technical  assistance  to  support  micro  loan  borrowers  -  a  much 
more  cost  effective  approach  would  require  all  borrowers  to  complete  a  course  or  counseling 
sessions  provided  by  SBDCs). 

Third,  the  Agency  needs  to  build  upon  its  existing  primary  resources  ~  the  SBDC  in 
the  management  technical  assistance  area,  and  its  lending  partoers  in  the  fmance  arena. 

Fourth,  the  Agency  needs  to  be  pro-actively  positioned  within  the  federal  system  to 
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more  effectively  act  on  behalf  of  the  small  business  community. 

Let  me  close  with  an  example  of  this,  I  enclose  for  the  record,  a  proposal  to  utilize  the 
SBDC  program  as  the  framework  for  a  NATIONAL  SMALL  BUSINESS  EXTENSION 
SYSTEM.   You  will  note  in  this,  that  a  new  role  is  proposed  for  the  Agency  and  its  SBDCs  to 
help  small  businesses  comply--  voluntarily  -  with  growing  regulatory  requirements.   This  is 
becoming  quite  problematic  for  small  firms  as  they  now  are  being  confronted  with  numerous 
regulatory  agency  initiatives  aimed  at  bringing  them  into  compliance.  These  efforts  are  costly 
and  they  are  not  working.  Most  important,  we  now  have  too  many  government  agencies 
seeking  the  attention  and  time  of  small  firms.   Finally,  the  creative  part  to  this  proposal  is  that 
it  would  be  funded  through  budget  contributions  from  the  regulatory  agencies  themselves  and 
likely  could  result  in  significant  cost  savings.  This  approach  incidentally  is  not  dissimilar 
from  the  way  in  which  the  SBIR  program  is  funded  today. 

Thank  you  again  Madam  Chairman  for  affording  me  the  opportunity  to  appear  before 
this  committee.   I  would  be  pleased  to  answer  any  questions  that  you  or  other  members  might 
have. 


51 


1 1  i  i  P  Association  of 

■  S  i  A  £  Small  Business 

1 1 1 1 1  Development  Centers 


SMALL  BUSINESS  DEVELOPMENT  CENTERS  (SBDCs) 
are  a 


A  NATIONAL  SMALL  BUSINESS  EXTENSION  SYSTEM 


JANUARY  1995 


52 


PROPOSAL 

The  Small  Business  Act  should  be  amended  to  utilize  the  Small  Business 
Development  Centers  Program  as  the  framework  for  a  NATIONAL  SMALL  BUSINESS 
EXTENSION  SYSTEM. 

THE  PROBLEM 

Most  small  businesses  interact  with  government  only  through  being  taxed;  being 
regulated;  or  having  to  cope  with  mandates.  More  and  more  regulatory  requirements  are 
being  applied  to  smaller  and  smaller  firms.  It  appears  in  the  next  two  years  EPA  will 
significantly  step  up  its  enforcement  of  various  federal  environmental  laws  which  will 
heavily  impact  the  small  business  sector.  Likewise,  the  Occupational  Safety  and  Health 
Administration  (OSHA)  has  recently  announced  it  is  entering  a  far  more  assertive 
enforcement  period  and  here  too,  small  business  will  bear  the  brunt  of  much  of  that 
enforcement  activity. 

Even  in  those  programs  designed  to  help  businesses,  federal  agencies  have  great 
difficulty  reaching  that  population.  For  example,  the  Technology  Reinvestment  Programs 
(TRP)  managed  by  the  NIST  sponsored  delivery  network  are  having  difficulty  in  identifying 
those  small  businesses  who  could  benefit  from  its  services,  and  once  identified,  inducing 
those  firms  to  take  advantage  of  the  available  expertise.  Often  there  is  no  linkage  of 
needed  business  disciplines  with  the  technological  assistance  being  rendered.  The  reality 
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is  the  TRP  program  seems  to  be  addressing  the  needs  of  only  a  very  tiny  segment  of  the 
small  business  population.  The  Department  of  Labor  faces  similar  difficulty  as  it  attempts 
to  involve  small  firms  in  v\/orkplace  education  programs. 

In  summary,  as  small  businesses  face  the  federal  agencies,  they  all  too  often  are 
not  aware  of  either  the  harm  or  the  good  likely  to  result  from  the  encounter.  They  are 
bewildered  by  a  plethora  of  regulatory  requirements,  intimidated  that  such  requirements 
can  affect  their  profitability  and  mystified  about  how  to  identify  sources  of  assistance 
within  the  federal  system. 

BACKGROUND 

During  the  past  fifteen  years  a  nationwide  partnership  between  the  states  and 
federal  government  has  been  developed  to  deliver  cost-effective  business  development 
assistance  to  small  and  medium  sized  firms.  Over  four  million  businesses  have  been 
served  to  date.  Funded  by  the  Small  Business  Administration  (SBA)  and  state  and  local 
governments,  private  sector,  universities  and  community  colleges,  the  Small  Business 
Development  Centers  (SBDCs)  now  operate  over  900  offices  throughout  the  United  States. 
In  1993  alone,  SBDCs  provided  management  and  technical  assistance  to  over  550,000 
firms.  In  the  last  annual  reporting  period,  businesses  assisted  by  the  SBDCs  created 
65,000  new  jobs  and  generated  more  than  $300,000,000  in  new  tax  revenues. 
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Having  demonstrated  its  effectiveness  in  delivering  a  broad  range  of  management 
expertise  to  young  and  grow/ing  firms,  it  is  now  appropriate  to  recognize  SBDCs  for  what 
they  really  are  --  a  comprehensive  National  Small  Business  Extension  System. 

The  need  to  sustain  and  utilize  this  multi-faceted  National  Small  Business  Extension 
System  is  obvious. 

•  Small  businesses  are  recognized  as  the  primary  source  of  new  job  creation  in  the 
United  States. 

•  While  the  small  business  formation  rate  is  high,  so  also  is  the  failure  rate. 

•  Both  the  highest  rates  of  job  creation  and  the  highest  rates  of  failure  occur  in  the 
very  new,  very  small  firms  -  those  most  in  need  of  management  assistance. 

•  Although  the  federal  government  will  hopefully  be  downsized  and  regulatory 
burdens  lightened,  dealing  with  problems  such  as,  clean  air,  hazardous  waste, 
energy,  workplace  health  and  safety,  workplace  education,  and  taxpayer 
compliance  will  remain  for  small  firms. 

•  The  commercialization  of  innovations,  increases  in  global  competitiveness,  and  the 
revitalization  of  urban  and  rural  economies  will  depend   heavily  upon  the 
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involvement  of  the  small  business  community. 

•         Decrease  in  defense  spending  has  adversely  affected  thousands  of  small  firms  who 
act  as  subcontractors  or  serve  defense  personnel. 


•  The  effective  acquisition  and  application  of  information  now  available  in 
overwhelming  quantities  and  the  utilization  of  new  and  emerging  communication 
technologies  will  be  critical  in  the  operations  of  successful  small  businesses. 

Not  surprisingly  small  businesses  take  a  dim  view  of  government  as  it  is  the  source 
of  taxation,  regulation  and  expensive  mandates.  By  harnessing  the  national  business 
extension  system,  the  Congress  can  dramatically  change  that  perception.  The  extension 
system  can  demonstrate  this  Congress'  commitment  to  helping  small  businesses  identify 
and  comply  with  regulations  and  mandates  while  simultaneously  making  them  more 
competitive.  Congress  need  only  mandate  that  the  National  Small  Business  Extension 
System  focus  and  coordinate  the  resources  of  a  range  of  federal  agencies  that  are  now 
often  ineffectively  deployed  at  great  costs. 

THE  COST 

It  should  be  possible  to  implement  the  National  Small  Business  Extension  System 
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by  using  only  a  portion  of  existing  funding  streams.  Ratiner  than  appropriating  additional 
dollars,  Congress  can  reduce  overall  expenditures  while  realizing  much  greater 
efficiencies.  Multiple  overlapping  delivery  systems  can  be  terminated  because  the  existing 
infrastructure  of  the  SBDC  program  can  be  used.  Since  the  administrative  structure  is  in 
place  and  because  much  of  the  outreach  and  the  development  of  credibility  has  been 
established  by  the  SBDCs,  these  costs  \n\\\  not  have  to  be  incurred  for  each  new  activity. 

Another  means  of  achieving  savings  is  to  require  that  regulatory  agencies  reallocate 
funds  from  enforcement  to  activities  designed  to  inform  small  businesses  of  the  regulations 
and  to  assist  those  firms  in  identifying  cost  effective  methods  to  achieve  compliance. 


In  summary,  what  is  being  proposed  is  a  reallocation  from  enforcement  to 
compliance  assistance  and  a  redirection  and  reduction  of  expenditures  of  other  agencies 
attempting  to  inform  and  advise  small  businesses  of  their  respective  programs.  These  two 
goals  can  be  easily  achieved  by  using  a  proven  cost-effective  system  with  an  established 
presence  in  the  small  business  community. 
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THE  NATIONAL  SMALL  BUSINESS  EXTENSION  SYSTEM 

Given  the  need  for  a  National  Small  Business  Extension,  it  is  important  to 
understand  how  the  characteristics  of  the  SBDC  network  will  contribute  to  its  success. 

•  The  extension  system  must  be  comprehensive  in  terms  of  its  capacity  to  deliver  the 
required  assistance  or  to  guide  the  small  firm  to  the  appropriate  assistance.  At 
present,  federal  and  state  assistance  efforts  are  viewed  as  fragmented,  duplicative, 
and  difficult  to  utilize.  Some  SBDCs  have  effectively  become  "first  stop  shops" 
within  their  service  areas  since  they  are  knowledgeable  of  other  assistance 
programs  and  how  to  utilize  these  programs. 

•  The  extension  system  must  work  for  the  business,  must  have  the  confidence  of  the 
business  and  must  be  able  to  protect  the  confidentiality  of  the  client/consultant 
relationship.  The  matter  of  confidentiality  is  important  in  all  matters,  but  is  most 
important  in  assisting  businesses  with  regulatory  issues.  If  the  system  is  to  help 
businesses  come  into  compliance  with  environmental  or  health  and  safety  matters, 
the  owner  must  know  that  findings  will  not  be  reported  to  the  regulator  -  the  agency 
that  applies  penalty  for  non-compliance. 

The  SBDC  has  the  confidence  of  the  client  firm  and  insures  the  confidentiality  of  the 
relationship.    The  level  of  trust  is  demonstrated  by  business  utilization  of  the 
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pollution  prevention  program  operated  by  the  Nevada  SBDC. 

•  The  extension  system  must  be  viewed  as  one  which  serves  all  small  businesses  - 
not  tiny  segments  of  the  business  community.  A  small  firm  now  viewing  the  federal, 
state  and  local  systems  of  assistance  is  generally  baffled  by  the  manner  in  which 
programs  have  segmented  the  market:  technology  firms,  minority  firms,  women 
owned,  firms  in  urban  or  rural  areas,  start-ups,  firms  in  business  incubators,  home- 
based  businesses,  service  firms,  retail  establishments,  and  manufacturers.  The 
SBDCs  are  the  only  national  program  to  which  all  of  these  firms  can  turn  with  a 
realistic  expectation  of  being  helped. 

•  The  extension  system  must  be  one  with  a  proven  record  of  effective  assistance  to 
small  and  medium  sized  firms  -  that  is  assistance  that  makes  a  difference  to  the 
bottom  line.  The  SBDCs  have  demonstrated,  year  after  year,  that  the  consulting 
assistance  enables  firms  to  dramatically  enhance  their  performance. 

To  provide  the  resources  for  the  implementation  of  the  extension  system,  small 
business  components  of  existing  and  planned  federal  agency  initiatives  will  be  directed  to 
operate  through  the  network.  Descriptions  of  those  identified  for  immediate  incorporation 
into  the  system  are  listed  below. 

•  Pollution  Prevention/Environmental  Technology  Commercialization:  Environmental 
Protection  Agency 
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•  Occupational  Safety  and  Health:  Department  of  Labor 

•  Workplace  Education:  Department  of  Labor 

•  Internal  Revenue  Services:  Small  Business  Assistance 

•  Micro  Enterprise  Development:  Department  of  Labor 

•  Self-Employment  Program:  Department  of  Labor 

•  Technology  Deployment  and  Commercialization:  Department  of  Commerce  (NIST) 
and  the  Federal  Laboratory  Consortium,  Department  of  Defense  (Technology 
Reinvestment  Activity), 

•  International  Trade  Development:  Department  of  Commerce/Small  Business 
Administration 

•  Procurement/Small  Business  Innovation  Research:  SBA,  Defense  Logistics  Agency, 
Federal,  State  &  Local  Governments 

•  Urban  and  Rural  Empowerment  Through  Enterprise  Activities:  Housing  and  Urban 
Development/Small  Business  Administration 


60 

•  Americans  with  Disabilities:  Department  of  Justice 

•  Energy  Conservation  and  Energy  Related  Inventions:  Department  of  Energy 

•  Information    Access    and    Communications    Technologies:     Department    of 
Commerce/NIST 

Additional  programs  or  activities  which  can  potentially  be  delivered  through  the 
National  Small  Business  Extension  System  are  listed  in  the  Appendix. 
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Pollution  Prevention/Environmental  Technology  Commercialization 

Pollution  Prevention 

Environmental  management  issues  are  becoming  increasingly  important  and 
burdensome  to  small  businesses.  Small  businesses  typically  lack  in-house  staff  and 
technical  resources  to  remain  informed  of  and  respond  to  environmental  and  health  and 
safety  regulations,  which  include  hazardous  and  solid  waste,  waste  water  discharges,  air 
emissions,  workplace  health  and  safety,  and  hazardous  materials  storage.  Most  lack 
funding  necessary  to  obtain  professional  consulting  assistance  in  these  areas.  The  cost 
of  professional  assistance  and  compliance  with  numerous  environmental  and  health  and 
safety  regulations  impacts  the  viability  and  competitiveness  of  small  businesses.  This  is 
especially  true  of  businesses  with  minimal  resources  which  are  forced  to  react  to 
regulatory  requirements  through  waste  management  approaches  rather  than  developing 
strategies  for  pollution  prevention. 

The  economic  impacts  of  environmental  regulations  are  much  greater  for  small 
businesses  due  to  lack  of  environmental  staff  and  economies  of  scale  which  benefit  larger 
corporations.  The  environmental  effects  of  small  businesses  are  becoming  better 
recognized.  Although  small  businesses  typically  generate  smaller  quantities  of  wastes  and 
pollutants,  in  the  aggregate,  they  can  represent  major  sources  of  waste.  By  providing 
environmental  management  and  pollution  prevention  assistance  to  these  businesses,  local 
air  basin  quality  can  be  improved,  public  treatment  system  capacity  for  industrial  waste  can 
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be  maintained,  and  solid  and  hazardous  waste  landfill  siting  requirements  can  be  reduced. 
The  benefits  of  a  proactive  pollution  prevention  oriented  assistance  approach  include  not 
only  cleaner,  more  efficient  businesses  with  reduced  compliance  costs,  but  also  reduced 
infrastructure  requirements  which  would  otherwise  impose  additional  costs  on  communities 
and  the  businesses. 

The  SBDCs,  utilizing  the  very  effective  Nevada  model,  will  establish  a  national 
program  to  provide  environmental  management  assistance  to  businesses. 

The  SBDCs  will: 

•  provide  assistance  with  environmental  regulations; 

•  provide  training  on  pollution  prevention  and  cost-effective  regulatory 
compliance; 

•  develop  informational  publications; 

•  develop  a  resource  center  of  reference  materials; 

•  provide    confidential    on-site    assessments    and    recommendations   for 
compliance; 

•  assist  in  analyzing  the  business  development  issues  associated  with 
implementation  of  pollution  prevention  measures. 
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Environmental  Technologies  Commercialization 

SBDCs  will  assist  those  companies  developing  or  seeking  to  market  environmental 
technologies  (for  pollution  prevention,  abatement  recycling,  clean-up)  by: 

•  technology  assessment, 

•  assistance  in  identifying  potential  domestic  and  international  markets  for 
technologies, 

•  competitive  analysis, 

•  development  of  marketing  strategies, 

•  strategic  planning, 

•  identification  and  acquisition  of  financing. 
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Occupational  Safety  and  Health 

Working  with  the  Department  of  Labor  and  the  American  Industrial  Hygiene 
Association  (AIHA) ,  the  SBDCs  will: 

•  Develop  and  deliver  educational  programs  to  inform  small  and  medium  sized 
businesses  on  the  value  of  protecting  the  health  and  safety  of  their  employees  and 
of  the  requirements  they  must  meet  to  insure  the  health  and  safety  of  their 
employees. 

•  Develop  the  capacity  within  each  SBDC  (using  in-house  staff  or  volunteer 
assistance  from  AIHA)  to  provide  confidential  assessments  for  small  firms  to 
determine  level  of  compliance  and  to  recommend  actions  necessary  for  compliance. 

•  Implement  a  program  of  one-on-one  assistance  to  small  and  medium  sized  firms. 

•  Assist  firms  to  address  the  business  development  and  management  issues  required 
to  bring  themselves  into  compliance  (financing,  employee  training,  management 
training). 
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Workplace  Education 

Because  most  people  start  their  employment  in  small  firms,  and  because  most  new 
jobs  are  being  created  in  small  firms,  it  is  important  these  firms  have  access  to  affordable 
workplace  education  programs.  As  the  global  economy  affects  more  and  more 
businesses,  the  capacity  to  compete  and  survive  will  become  even  more  dependent  upon 
the  skills  of  the  workers.  Small  firms  must  find  ways  to  upgrade  the  skills  and  productivity 
of  their  workers. 

In  this  program,  the  SBDCs  will  work  with  the  Department  of  Labor  to: 

•  determine  the  workplace  educational  needs  that  relate  to  small  businesses  across 
all  sectors; 

•  develop  materials  to  educate  small  business  owners  on  the  value  of  workplace 
education  in  terms  of  the  profitability  of  their  businesses; 

•  assist  in  identifying  the  service  providers  which  can  meet  the  workplace  education 
needs  of  small  firms; 

•  design  and  implement  systems  to  aggregate  small  business  demand  for  workplace 
education  so  as  to  make  it  cost-effective  for  service  providers  and  the  businesses; 

•  assist  small  businesses  to  determine  how  such  programs  can  be  financed  while 
maintaining  the  firm's  profitability. 
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Technology  Deployment  and  Commercialization 

There  continues  to  be  considerable  discussion  regarding  the  decline  of  U.S. 
competitiveness,  particularly  in  manufacturing  and  technology  development.  The  1986 
Technology  Transfer  Act  and  the  1988  Omnibus  Trade  Bill  focused  on  the  need  to  support 
new  product  development  and  industrial  modernization  in  order  to  improve  U.S. 
competitiveness  in  a  global  economy.  Legislation  has  been  designed  to  improve  the  ability 
of  the  federal  laboratories,  federal  agencies  and  universities  to  transfer  information, 
expertise  and  existing  technologies  to  the  private  sector. 

Evidence  suggests  that  interaction  between  federal  labs  and  universities  and  the 
small  business  sector  is  limited  in  scope.  Small  businesses,  with  few  exceptions,  have  far 
fewer  resources  to  commit  to  technology  transfer  and  development  issues.  Many  of  these 
firms  will  never  consider  or  are  unaware  of  the  value  of  technologies  being  developed 
within  the  federal  laboratories  or  in  other  institutions. 

At  the  same  time,  evidence  shows  that  smaller  companies  are  more  flexible  and  are 
generally  more  efficient.  Also,  small  companies  are  more  innovative  and  they  bring  new 
products  to  market  faster  (2.2  years  for  small  businesses  versus  3.05  for  large  companies). 
Finally,  it  is  these  small  companies  that  will  be  the  job  generators  for  the  1990s. 

Creating  a  technology  deployment  link  between  the  federal  labs  and  universities 
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and  small  firms  is  a  desirable  objective.  This  technology  deployment  link  will  increase  the 
capacity  of  small  businesses  to  adopt  innovation  and  increase  efficiency  leading  to  an 
improved  ability  to  compete. 

It  is  this  technology  deployment  link  designed  to  connect  small  businesses  to  the 
v\/ealth  of  technology,  information  and  expertise  housed  in  the  federal  laboratory  and 
university  systems  that  is  currently  missing. 

But,  a  technology  deployment  program  designed  to  focus  exclusively  on  providing 
support  for  the  development  of  new  products,  modernizations  and  automation  is  not 
sufficient.  In  the  final  analysis,  technology  development  does  not  occur  in  a  vacuum.  It 
is  the  result  of  a  business'  understanding  that  technology  infusion  is  good  business 
practice;  and,  that  managing  that  technology  effectively  is  just  as  important  as  introducing 
the  technology. 

To  address  these  small  business  industrial/technology  deployment  issues,  the  U.S. 
needs  a  national  system  that  combines  both  business  development  and  technology 
extension  services.  This  approach,  which  focuses  on  the  needs  of  the  small  business, 
assures  that  a  small  business  will  be  able  to  infuse  the  appropriate  technology  into  the 
business,  and  receive  the  necessary  business  development  assistance  to  improve 
management  practices. 
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To  serve  the  technology  needs  of  current  clients,  SBDCs  are  prepared  to  (1) 
expedite  the  successful  deployment  of  federal  resources  to  small  businesses;  (2)  solve 
small  business  problems  by  facilitating  the  exchange  of  information  and  expertise  residing 
in  higher  education;  and  (3)  link  small  business  personnel  to  other  state  business  and 
technical  assistance  programs.  SBDCs  already  have  the  foundation  for  a  national 
industrial/technology  extension  system. 

To  provide  manufacturers,  processors  and  technology  based  firms  with  value  added 
technical  assistance  through  a  national  network  of  service  providers,  the  SBDC  program 
will  expand  its  technical  assistance  capability  in  order: 

•  to  identify  manufacturers  and  technology  based  small  and  medium  sized  firms  that 
can  benefit  from  business  development  and  technical  assistance; 

•  to  enable  using  proven  diagnostic  methods  to  assist  these  firms  to  identify  problem 
areas  or  barriers  to  successful  innovation,  product  or  process  development, 
modernization  or  automation; 

•  to  facilitate  and  mediate  the  process  through  which  these  firms  can  find  useful 
information  and  expertise  to  solve  problems  or  overcome  barriers; 

•  to  provide  follow  on  business  development  counseling  to  assure  that  the  firm  is  able 
to  successfully  incorporate  the  new  technology  into  the  organization; 

•  to  track  the  ability  of  these  firms  to  successfully  compete  in  the  global  marketplace. 
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This  expanded  mandate  to  provide  this  level  of  technical  assistance,  combined  with 
the  current  mandate  to  make  available  business  development  assistance,  will  provide  the 
small  business  manufacturing  and  technology  based  community  with  a  national  business 
and  technical  assistance  deployment  system.  Additionally,  the  SBDC  program  can  tie  the 
client  to  resources  found  in  higher  education,  state  and  federal  inventories. 

To  the  extent  the  technology  deployment  activities  currently  funded  under  the 
Technology  Reinvestment  Project  are  continued,  the  SBDC's  can  provide  the  critical 
business  development  assistance  for  successful  deployment. 
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International  Trade  Development 

In  the  Department  of  Commerce,  assistance  on  international  trade  has  been  limited 
to  those  firms  already  involved  in  export.  While  this  is,  no  doubt  important,  it  ignores  the 
potential  of  millions  of  competent  smaller  enterprises  v^^ho  have  potential  to  compete 
successfully  in  the  global  market. 

To  capitalize  on  this  potential  the  SBA,  and  the  Department  of  Commerce,  w^ill 
utilize  the  SBDC  netv\/ork  to: 

•  educate  small  and  medium  sized  firms  on  the  opportunities  represented  by 
the  international  market; 

•  identify  potential  markets  and  assist  to  develop  market  entry  strategies; 

•  provide  strategic  planning  assistance; 

•  assist  in  development  of  financing  (i.e.  package  trade  loans)  necessary  to 
enter  markets; 

•  provide  for  on-line  access  to  information  on  trade  opportunities  and  on  other 
information  necessary  to  conduct  a  successful  export  activity. 

The  SBDCs  will  participate  in  the  development  and  operation  of  Export  Assistance 
Centers  as  these  are  being  established. 
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Procurement/Small  Business  Innovation  Research 

Since  the  mid  1980's  a  number  of  SBDCs  have  offered  procurement  assistance  both 
as  a  part  of  their  basic  program  and  often  with  funding  provided  by  the  Defense  Logistics 
Agency. 

Over  time  these  activities  have  evolved  from  programs  designed  to  help  small  firms 
compete  in  the  federal  government  market  to  programs  that  also  offer  assistance  on  state, 
local,  and  private  sector  procurement.  In  addition,  a  number  of  SBDCs  have  developed 
specialized  activities  designed  to  increase  participation  in  the  Small  Business  Innovation 
Research  (SBIR)  program. 

As  these  programs  have  matured,  SBDCs  have  created  an  impressive  array  of  tools 
designed  to  enhance  the  competitive  position  of  small  firms  including: 

•  computerized  matching  of  business  capabilities  with  procurement  opportunities, 

•  access  to  online  systems  providing  procurement  histories, 

•  online  government  specifications, 

•  access  to  electronic  data  interchange  programs. 

These  activities  have  clearly  demonstrated  the  SBDCs'  capabilities  in  general 
government  procurement  and  with  respect  to  specialized  activities  such  as  SBIR.  In 
response  to  the  reduction  in  defense  expenditures,  many  SBDCs  are  assisting  firms  in 
identifying  additional  domestic  and  international  markets  for  existing  or  new  products. 
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Working  with  the  SBA,  the  Defense  Logistics  Agency,  and  with  other  appropriate 
state,  local  and  federal  agencies,  the  SBDCs  will: 

•  Develop  programs  to  inform  small  businesses  of  the  potential  market  represented 
by  government  purchases. 

•  Assist  small  firms  in  assessing  their  potential  to  enter  those  markets. 

•  Develop  processes  to  inform  small  businesses  of  specific  business  opportunities. 

•  Provide  the  data,  specifications,  and  assistance  to  small  firms  to  enable  them  to 
evaluate  opportunities  and  to  bid  on  those  opportunities. 

•  Educate  business  owners  on  new  processes  required  in  procurement  (quality 
assurance,  EDI). 

•  Work  with  public  agencies  to  increase  their  awareness  of  the  advantages  of 
increasing  competition  among  suppliers. 

•  Develop  and  deliver  specialized  programs  to  enable  firms  to  take  advantage  of 
specialized  procurement  programs  (8a,  SBIR). 
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Urban  and  Rural  Empowerment  Through  Enterprise  Initiatives 

Many  earlier  efforts  at  urban  and  rural  economic  revitalization  have  been  less 
successful  than  hoped.  In  many  instances  this  has  occurred  because  the  efforts  have 
been  somewhat  fragmented  as  federal  and  state  agencies  each  addressed  the  needs  of 
their  particular  constituencies  without  recognizing  the  linkages  among  programs. 

The  empowerment  zone,  enterprise  community  initiative  of  this  administration  seeks 
to  address  that  fragmentation  through  a  comprehensive  program. 

In  the  context  of  a  comprehensive  program,  the  SBDC  can  play  a  key  role.  The 
SBDCs  can: 

•  assist  in  the  identification  of  barriers  to  successful  business  operation  in  the  area; 

•  identify  resources  (other  than  federal)  that  can  be  applied; 

•  work  with  small  business  owners  to  involve  them  in  the  assessment  and  planning 
phases  so  they  will  have  a  sense  of  ownership  of  the  development  plans; 

•  work  with  individual  business  owners  and  potential  business  owners  to  develop 
strategic  plans  which  recognize  the  other  activities  occurring  in  the  area; 

•  work  to  link  owners  and  potential  owners  with  all  relevant  sources  of  assistance 
(financial,  technical  and  managerial); 

•  act  as  a  "first  stop"  shop  for  the  small  business  owner  in  the  area; 

•  provide  continuing  business  management  consulting  to  the  firms  in  the  area. 
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Americans  with  Disabilities:  Small  Business  Compliance  Assistance 

One  recent  nationwide  (1992)  survey  indicated  that  40  percent  of  small  business 
owners  who  responded  were  unaware  of  the  Americans  with  Disabilities  Act  (ADA)  and  of 
those  who  were  familiar  with  the  legislation,  30  percent  said  they  could  not  afford  to  make 
necessary  structural  changes.  Experts  generally  agree  the  level  of  ADA  awareness  among 
the  "mom  and  pop"  businesses  of  our  nation  is  quite  low. 

While  national  publicity  and  excellent  materials  that  have  been  prepared  have 
resulted  in  aggressive  compliance  planning  by  many  large  corporations,  the  90  percent 
of  all  businesses  that  fall  into  the  small  business  category  have  not  been  reached 
effectively.  The  SBDCs  will  effect  voluntary  compliance  with  Title  III  of  the  ADA  among 
small  businesses  through  a  four-part  process: 

•  A  small  business  community  awareness  and  education  materials  kit  will  be 
developed. 

•  Training  through  the  infrastructure  of  SBDCs  will  be  provided. 

•  On-site  assessment  by  SBDCs  or  volunteer  resources  will  be  provided. 

•  SBDCs  will  consult  with  firms  on  how  to  meet  the  requirements  while  maintaining 
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a  profitable  business. 

Energy  Conservation  and  Energy  Related  Inventions 

Energy  Conservation 

Information  on  efficient  use  of  energy  is  not  available  to  small  business  through  a 
centralized  source.  Even  in  cases  in  which  information  on  savings  may  be  available,  small 
businesses  lack  the  expertise  to  determine  the  effect  of  such  saving  on  the  firm's  profits. 
Consequently,  energy  conservation  measures  are  not  implemented. 

In  a  small  business,  the  owner  uses  the  bulk  of  his  or  her  time  running  the  business 
-  little  time  is  available  to  analyze  information  and  make  decisions  on  other  than  essential 
day-to-day  operations.  Technical  expertise  to  analyze  energy  data  is  lacking  as  is  the 
financial  capability  to  implement  many  conservation  measures. 

The  SBDCs  will: 

•  develop  and  present  materials  to  the  small  business  community  in  order  to  develop 
an  awareness  of  small  business  energy  conservation  measures  and  their  effects  on 
operations; 

•  conduct  energy  audits  of  small  firms  in  areas  in  which  this  service  is  not  provided; 

•  assist  small  firms  in  understanding  and  evaluating  the  application  of  findings  of 
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energy  audits; 
•         assist  small  firms  in  developing  the  financing  required  for  application  of  energy 
conservation  measures. 

Energy  Related  Inventions  Program 

The  SBDCs  currently  deliver  the  Energy  Related  Inventions  workshops  and  assist 
firms  in  participation  of  this  program  of  the  Department  of  Energy.  This  activity  will  be 
maintained  within  the  small  business  extension  system. 
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Information  Access  and  Communications  Technologies 

The  acquisition  and  application  of  current,  relevant  information  are  now  and  will 
continue  to  be  the  keys  to  a  firm's  ability  to  remain  competitive. 

Research  on  information  access  and  use  has  demonstrated  there  has  been  a 
geometric  increase  in  information  sources  available  to  small  businesses.  It  is  also  true 
while  most  businesses  do  acknowledge  the  need  for  information  they  lack  the  in-house 
expertise  and  resources  to  access  the  information;  believe  the  systems  to  access  the 
information  are  too  complex;  and  perceive  the  services  as  too  expensive. 

In  addition  to  information  access  and  application,  the  technologies  for  the  transfer 
of  information  and/or  products  are  evolving  at  an  incredible  rate.  Small  firms  will  be 
required  to  employ  these  technologies  to  remain  competitive. 

In  the  context  of  these  changes,  SBDCs  will: 

•  assist  small  business  owners  to  understand  the  need  for  and  application  of  current 
information  in  their  decision  processes; 

•  provide  consulting  assistance  to  identify  information  needs  and  to  assist  in  the 
application  of  information  in  the  decision  process; 

•  help  to  identify  existing  and  emerging  technologies  firms  should  incorporate  to 
remain  competitive; 

•  act  as  a  point  of  referral  to  other  organizations  that  can  meet  specific  informational 
needs  of  small  firms. 
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APPENDIX 

Additional  programs  to  be  evaluated  for  potential  for  delivery  through  the  Small 
Business  Extension  System: 

•  Regional  Technology  Transfer  Activities,  NASA 

•  Minority,  Women  and  Disadvantaged  Contractor  Assistance  Program. 
Department  of  Transportation 

•  Minority  Business  Development  Agencies:  Department  of  Commerce 

•  University  of  Technical  Assistance  Centers:  Department  of  Commerce  (EDA) 

•  Technical  Assistance  Grants:  Department  of  Commerce  (EDA) 

•  Rural  Business  Enterprise:  Rural  Development  and  Cooperative  Development 
Service,  Department  of  Agriculture 


SBPs. 
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Good  afternoon,  Madam  Chair  and  Members  of  the  Committee.   I 
want  to  thank  you  for  inviting  me  to  appear  before  you  this 
morning  to  talk  about  the  U.S.  Small  Business  Administration's 
(SBA)  Microloan  Demonstration  Program.   This  program  was  the 
joint  creation  of  the  Congress  and  the  SBA  and  is  designed  to 
provide  an  alternative  means  of  financing  for  small  borrowers 
with  very  small  borrowing  needs. 

I  am  particularly  pleased  to  be  able  to  talk  with  you  about 
the  Microloan  Demonstration  Program  because  I  have  been  involved 
with  the  program  since  the  legislation  creating  it  was  introduced 
in  the  Senate  in  1991.   Between  1982  and  1991,  I  served  as  the 
SBA's  Legislative  Counsel.   For  the  past  4  years,  I  have  held  the 
positions  of  Counsel,  and  most  recently.  Counsel  and  Deputy  Staff 
Director,  for  the  Senate  Small  Business  Committee.   While  with 
the  Senate  Committee,  I  worked  closely  with  the  House  Small 
Business  Committee,  Committee  staff,  the  SBA  and  non-profit 
microloan  providers  to  develop  the  legislation  that  created  and 
refined  the  demonstration  program. 

As  Deputy  for  Economic  Development,  I  am  responsible  for  the 
Agency's  economic  development  programs  which  include  the  business 
information  and  education  programs,  as  well  as  the  financing 
programs,  of  which  the  Microloan  Demonstration  Program  is  one. 
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Over  the  past  few  weeks,  Administrator  Lader  and  other 
members  of  the  SBA  management  team  have  appeared  before  this 
Committee  to  discuss  the  "new"  SBA  and  the  programs  that  we  are 
building  or  re-building  to  help  small  businesses.   When  talking 
about  the  needs  of  small  business  owners  one  of  the  topics  that 
comes  up  most  often  is  the  critical  need  for  access  to  capital. 

An  important  lesson  that  the  SBA  has  learned  over  the  last 
40  years  is  that  access  to  credit  is  not  a  "one  size  fits  all" 
issue.   Because  of  the  diverse  financing  needs  of  small  firms,  a 
remedy  to  the  capital  access  problem  requires  a  variety  of 
approaches  and  lending  tools.   Firms  in  different  industries  and 
at  different  stages  of  development  need  financing  that  is 
appropriate  to  their  individual  situations. 

The  Congress  has  long  recognized  this  fact  and  it  is  the 
underlying  reason  why  the  SBA  offers  a  full  range  of  small 
business  financing  programs.   The  Agency's  "product  line"  now 
ranges  from  very  small  loans  for  microenterprise  development  to 
the  million  dollar  equity  investments  of  Small  Business 
Investment  Companies. 

The  Microloan  Demonstration  Program  was  developed  jointly  by 
the  Congress  and  the  SBA  especially  to  meet  small  business 
entrepreneurs  needs  for  very  small  loans.   The  program  was 
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developed  to  serve  a  very  special  market  that  was  not  served  by 
commercial  lenders  or  by  the  SBA's  other  lending  programs. 

PURPOSE  OF  THE  MICROLOAN  DEMONSTRATION  PROGRAM 

The  Microloan  Demonstration  Program  is  testing  the  idea, 
which  has  worked  very  well  in  other  countries,  that  viable 
businesses  can  be  started  and  strengthened  with  a  minimum  amount 
of  borrowed  capital  and  an  adequate  amount  of  training  for  the 
business  owner.   This  program  truly  exemplifies  the  new  SBA.   It 
is  very  much  a  public/private  partnership  which  pools  federal 
resources  with  local  public  and  private  contributions  to  provide 
financing  and  management  assistance  and  training  at  regional  and 
local  levels. 

The  Microloan  Demonstration  Program  is  a  small  program  that 
makes  a  big  difference.   During  the  late  1980 's,  it  became 
evident  that  certain  portions  of  our  Nation's  small  business 
population  were  not  being  adequately  served  by  traditional 
lending  sources.   Generally,  loans  under  $25,000  were  of  little 
interest  to  these  traditional  lenders.   They  were  expensive  to 
service,  often  perceived  as  high  risk,  and  often  sought  by 
persons  with  limited  track  records  in  business  ownership  or 
financing.   Congress,  recognizing  the  need  to  increase  the 
availability  of  resources  for  very  small  businesses,  authorized 
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the  Microloan  Demonstration  Program  in  Public  Law  102-140, 
enacted  October  28,  1991. 

HOW  THE  MICROLOAN  DEMONSTRATION  PROGRAM  WORKS 

Through  this  program,  the  SBA  lends  money  to  non-profit 
private  sector  entities  or  quasi-governmental  entities  that,  in 
turn,  re-lend  the  funds  to  small  business  borrowers  in  amounts  up 
to  $25,000.   These  entities  also  provide  the  borrowers  with 
business  oriented  technical  assistance.   The  program  targets  low- 
income  entrepreneurs  and  very  small  businesses.   A  significant 
portion  of  these  businesses  are  owned  by  women  and  minorities. 

The  Microloan  Demonstration  Program  is  testing  the  value  of 
Federal  investment  in  the  smallest  of  businesses.   Through  a 
unique  public-private  partnership,  microbusinesses  are  accessing 
financing  and  expertise  at  affordable  levels.   Currently  there 
are  101  intermediary  lenders  located  in  every  state  except 
Wyoming  and  Rhode  Island.   As  of  January  31,  1995,  since  program 
inception,  these  intermediaries  have  provided  $27.5  million  in 
microloans  for  working  capital,  equipment,  inventory,  supplies, 
and  materials.   The  smallest  microloans  have  been  for  $125.00, 
while  the  national  average  for  a  microloan  is  $10,700, 
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MICROLOAN  DEMONSTRATION  PROGRAM  RESULTS 

Microloans  are  providing  highly  visible  results.   Jobs  are 
being  created  or  retained  at  a  rate  of  3.28  jobs  per  microloan. 
Workers  displaced  by  plant  shut-downs  and  industry  down-turns  are 
finding  income  generating  alternatives  in  self  employment.   In 
some  instances,  microloans  are  providing  a  way  off  welfare. 
Home-based  businesses  are  providing  a  setting  where  enterprises 
as  diverse  as  child  care  to  computer  consulting  can  thrive  in  a 
low  overhead  environment. 

The  Microloan  Demonstration  Program  is  about  realizing  the 
American  dream  --  to  own  one's  own  business  and  to  be  self- 
sufficient.   I  would  like  to  share  with  you  an  example  of  how 
microloan  funding,  together  with  appropriate  technical 
assistance,  has  helped  one  borrower  realize  his  dream  and  how  his 
community  has  benefitted,  too. 

In  1994,  a  man  approached  one  of  our  local  intermediaries  in 
Kansas,  the  South  Central  Kansas  Economic  Development  District, 
with  the  idea  of  starting  a  company  to  provide  occupational  and 
physical  therapy  personnel  to  health  care  facilities  on  a 
contract  basis.   Although  he  had  no  hard  assets  to  pledge  as 
collateral,  he  had  an  important  intangible  asset  —  his  vast 
experience  in  this  health  care  field.   The  intermediary  approved 
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two  loans  totalling  $25,000  for  the  borrower,  with  the  first  in 
May,  1994,  and  the  second,  in  January,  1995. 

In  addition  to  the  loan  funds  received  by  this  borrower,  he 
also  receives  on-going  technical  assistance.   He  has  received 
assistance  from  the  intermediary's  accountant  to  prepare 
financial  statements.   The  intermediary  continues  to  conduct  on 
site  visits  to  the  borrower's  place  of  business  to  help  him  solve 
problems  as  they  arise.   The  intermediary  also  continues  to 
monitor  the  borrower's  receivables  to  make  sure  his  clients 
payments  to  him  are  timely. 

By  the  end  of  February,  1995,  this  business  had  grown  from  a 
one  person  operation,  to  an  enterprise  employing  18  full  time, 
and  6  part  time,  occupational,  physical,  and  speech  therapists. 
According  to  the  lending  intermediary,  the  jobs  created  in  this 
business  pay  an  average  salary  of  $46,000  per  year.   The  company 
now  has  contracts  with  nursing  homes,  hospitals  and  the  local 
school  district.   The  company  keeps  its  overhead  low  by  operating 
as  a  home-based  business  with  additional  required  space  available 
at  the  clients'  locations. 

MICROLOAN  DEMONSTRATION  PROGRAM  EFFECTIVENESS 

But  what  makes  the  Microloan  Demonstration  Program  so 
effective?   First,  the  program  operates  as  a  public-private 
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partnership.   The  Federal  Government  does  not  provide  the  entire 
funding  for  the  loans  or  the  technical  assistance. 

The  SBA  makes  interest  bearing  loans  to  non-profit 
intermediary  lenders  in  amounts  up  to  $750,000  per  loan  to  an 
aggregate  maximum  of  $2.5  million.   Public  funds  are  leveraged 
with  private  resources  as  each  intermediary  is  required  to 
provide  a  15  percent  matching  cash  contribution.   This 
contribution,  which  may  not  be  borrowed,  comes  from  private 
foundations,  banking  consortiums,  community  action  groups  and 
local  governments.   The  matching  funds  are  used  as  a  reserve  to 
cover  any  losses  an  intermediary  may  suffer,  thus  helping  to 
protect  the  Government's  investment. 

Intermediaries  re-lend  the  SBA  funds  to  microbusinesses 
subject  to  an  interest  rate  that,  by  statute,  may  be  as  high  as 
8.5  percent  over  the  intermediary's  cost  of  funds.   Interest  is 
allowed  at  this  rate  tc5  help  the  non-profit  intermediaries  cover 
their  administrative  costs.   Most  intermediaries  strive  to  keep 
their  interest  rates  lower,  however,  and  the  average  interest 
rate  currently  being  charged  on  microloans  is  approximately  10 
percent.   This  is  several  points  less  than  the  allowable  maximum. 

Microloans  must  be  short  term,  fixed  rate  loans.   The 
maximum  loan  maturity  is  6  years,  and  the  average  maturity  is 
approximately  3  and  1/2  years.   Most  microloans  are  at  least 
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partially  collateralized  with  equipment,  contracts,  inventory  or 
other  property. 

TECHNICAL  ASSISTANCE  TO  MICROBORROWERS 

A  key  component  of  the  Demonstration  program  is  the 
requirement  that  intermediaries  provide  technical  assistance  to 
microborrowers.   The  SBA  provides  grants  for  this  purpose.   Under 
current  legislation,  the  SBA  may  provide  technical  assistance 
grants  of  up  to  25  percent  of  the  intermediaries'  loan  amounts, 
and  the  intermediary  must  provide  a  matching  contribution  equal 
to  one-quarter  of  the  technical  assistance  grant.   This  matching 
contribution  may  be  cash  or  in-kind.   Like  the  loan  loss  reserve 
matching  funds,  the  technical  assistance  matching  funds  must  come 
from  non-Federal  sources.   In-kind  contributions  often  include 
time  donated  by  experts  for  teaching,  mentoring  and  consulting 
with  microborrowers. 

These  funds  are  a  critical  part  of  the  microloan  program 
since  microborrowers  are  generally  either  new  businesses  or 
businesses  without  extensive  track  records.   Therefore,  providing 
appropriate  technical  assistance  to  accompany  the  loans  these 
businesses  receive  is  the  best  way  to  improve  the  odds  that  they 
will  succeed.   Technical  assistance  provided  under  the  Microloan 
program  can  help  address  issues  such  as  business  management, 
marketing,  problems  specific  to  certain  industries,  or  problems 


inherent  with  business  start-up.   Technical  assistance  may  be 
offered  in  classroom  or  peer  group  settings,  or  as  one-on-one 
counseling  or  consulting  sessions  between  a  business  specialist 
and  the  microbusiness  owner. 

CURRENT  STATUS  OP  THE  MICROLOAN  PORTFOLIO 

I  am  pleased  to  report  that  the  Microloan  Demonstration 
Program  is  working  in  the  way  Congress  intended.   Although  the 
program  is  still  very  new,  to  date,  the  SBA  has  suffered  no 
microloan  program  losses.   All  intermediaries  in  repayment  status 
are  currently  meeting  their  obligations. 

In  addition,  due  in  large  part  to  the  technical  assistance 
offered  microborrowers,  and  the  close  lender/borrower 
relationship  fostered  by  the  program's  design,  the  repayment  rate 
on  individual  microloans  is  currently  above  98  percent.   Since 
each  intermediary  is  required  to  keep  a  loan  loss  reserve  fund  of 
15  percent,  the  SBA  would  be  fully  protected  if  the  repayment 
rate  were  to  drop  as  low  as  8  5  percent. 

In  any  case,  under  the  terms  of  their  agreement,  with  the 
SBA,  intermediary  lenders  are  required  to  repay  their  obligations 
to  the  Agency  even  if  the  microloans  default,  and  even  if  the 
defaults  exceed  the  15  percent  loan  loss  reserve  fund. 
Therefore,  it  is  in  the  best  interests  of  the  intermediary  to  do 
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everything  possible  to  make  certain  that  microborrowers  remain  in 
healthy  repayment  status. 

MICROLOAN  RECIPIENTS 

Like  the  SBA's  other  financing  programs,  the  Microloan 
Demonstration  Program  is  reaching  borrowers  that  are  not  served 
or  are  underserved  by  traditional  lenders.   Because  of  commercial 
profit  needs  and  regulatory  requirements,  traditional  lenders  are 
generally  unwilling  or  unable  to  provide  loans  of  $25,000  or  less 
to  businesses  whose  success  may  depend  on  the  receipt  of 
intensive  business  management  training.   In  many  cases,  the 
Microloan  Demonstration  Program  offers  "first"  financing  and 
assistance  to  borrowers  to  enable  them  to  later  enter  the 
traditional  financing  stream  for  continued  growth  and  expansion. 

The  profile  of  microborrowers  shows  that  the  program  is 
reaching  the  legislatively  established  target  markets: 
Approximately  4  3  percent  of  microborrowers  are  women-owned 
businesses.   Thirty-six  percent  of  microborrowers  are  minorities. 
Over  12.5  percent  are  veterans.   And,  40  percent  are  start-up 
enterprises. 

Recipients  of  loans  under  the  Microloan  Demonstration 
Program  represent  a  wide  range  of  business  endeavors.   Just  under 
34  percent  of  the  microloans  made  have  been  to  service  businesses 
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—  from  dry  cleaning  establishments  to  adult  day  care  facilities 
to  auto  body  shops.   A  private  detective  service  in  Indiana 
borrowed  $10,400  for  working  capital  and  equipment.   In  the  same 
town,  a  building  contractor  borrowed  $2,000  to  finance  a  small 
construction  job  and  pledged  the  contract  as  collateral.   In 
Snohomish,  Washington,  an  architect  received  a  loan  for  $13,600 
for  equipment,  supplies  and  working  capital  to  start  a  new 
business. 

Over  27  percent  of  the  microloans  made  have  gone  to  retail 
establishments  selling  food,  clothing,  specialty  items,  gifts  and 
locally  manufactured  value  added  articles.   In  Everett, 
Washington,  a  $3,000  equipment  loan  was  made  to  the  owner  of  a 
barbecue  restaurant.   In  Ohio,  an  $8,500  working  capital  loan  was 
made  to  a  hair  care  establishment,  enabling  it  to  retain  its  four 
employees. 

Manufacturers  make  up  almost  15  percent  of  our 
microborrowers  —  producing  items  from  home  crafts,  to  ceramic 
dishes  and  pots,  to  furniture.    In  Ohio,  a  pair  of  artisans 
received  a  $7,000  loan  for  equipment  to  advance  their  new 
synthetic  scrimshaw  product  factory.   In  New  Jersey,  a  $15,000 
loan  assisted  an  electric  pump  manufacturer  employing  10  people. 
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NON-LENDING  TECHNICAL  ASSISTANCE 

In  addition  to  the  intermediary  lending  program,  the  SBA  is 
also  authorized  to  test  the  idea  of  providing  only  technical 
assistance  grants  —  and  no  loan  funds  —  to  non-lending 
technical  assistance  providers.   These  organizations  provide 
business-oriented  technical  assistance  to  low-income  persons  with 
the  goal  of  assisting  them  in  acquiring  financing  from  private 
sector  lenders.   Private  sector  lenders  include  banks, 
foundations,  quasi-public  lending  authorities  and  other 
investors. 

Often,  using  funding  from  other  sources,  our  non-lending 
technical  assistance  providers  act  as  guarantors  on  loans  made  by 
local  banks.   At  other  times,  these  organizations  act  as  liaisons 
between  various  state  and  local  programs  and  investors  as  they 
match  microbusiness  owners  with  financing  possibilities. 

The  SBA  is  authorized  to  provide  up  to  25  grants  of  up  to 
$125,000  to  non-lending  technical  assistance  providers  each  year. 
No  more  than  one  provider  can  operate  in  any  given  state.   Each 
provider  is  required  to  match  its  grant  with  a  20  percent  cash  or 
in-kind  contribution.   This  match,  like  the  microloan 
intermediary  match  must  be  from  non-borrowed,  non-Federal  funding 
sources. 
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THE  FUTURE  OF  THE  MICROLOAN  DEMONSTRATION  PROGRAM 

Another  innovation  is  on  the  way  in  the  Microloan 
Demonstration  Program.   Legislation  the  Committee  passed  last 
October,  Public  Law  103-403,  allows  the  SBA  to  test  loan 
guaranties  as  a  means  for  financing  microloan  intermediaries. 
Pursuant  to  the  legislation,  private  sector  lenders  will  make 
loans  to  intermediary  lenders  with  a  guaranty  of  up  to  100 
percent  from  the  SBA.   The  original  test  will  permit  the  SBA  to 
guarantee  loans  to  2  0  intermediaries.   A  number  of  intermediaries 
have  expressed  interest  in  testing  the  guaranteed  loan  program, 
as  have  a  number  of  lenders. 

One  clear  advantage  to  the  guaranteed  loan  program  is  that 
intermediaries  will  be  able  to  access  funding  on  a  line  of  credit 
basis.   The  regular  Microloan  program  requires  intermediaries  to 
request  a  transfer  from  the  Treasury  each  time  funds  are  needed. 
With  the  guaranteed  lines  of  credit,  we  expect  to  see  an  increase 
in  program  efficiency  and  a  decrease  in  taxpayer  costs  for  the 
program. 

Should  the  guaranteed  loan  pilot  prove  to  be  a  success,  the 
SBA  could  shift  funds  from  a  higher  subsidy  direct  loan  program 
to  the  lower  subsidy  guarantee  program.   The  guaranty  pilot  will 
also  encourage  greater  involvement  by  traditional  lenders  in 
microenterprise . 
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The  1994  legislation  also  authorized  the  expansion  of  the 
Microloan  Demonstration  Program  to  include  up  to  200  lenders 
nationwide,  from  the  current  level  of  101.   The  number  of 
intermediaries  allowed  in  any  given  state  will  be  tied  to  the 
population  of  the  state.   New  incentives  have  been  made  available 
to  intermediaries  who  do  the  majority  of  their  lending  in 
economically  distressed  areas.   In  addition,  Native  Americans 
will  be  able  to  take  greater  advantage  of  the  program  since 
Tribal  organizations  are  now  eligible  to  apply  to  become 
intermediaries . 

On  January  24,  1995,  the  SBA  published,  for  public  comment, 
proposed  rules  to  implement  these  statutory  changes.   The  comment 
period  will  close  on  March  27,  1995.   After  the  comment  period 
closes  and  comments  are  reviewed,  the  SBA  will  publish  final 
implementing  regulations. 

As  we  look  to  the  future  of  the  Microloan  Demonstration 
Program,  and  our  investment  in  microenterprise  development  in 
general,  we  continue  to  seek  ways  to  increase  private  sector 
participation  and  reduce  costs  to  the  Agency  while  continuing  to 
assist  this  underserved  group  of  small  businesses. 

One  way  to  achieve  these  results  would  be  to  restructure 
the  way  in  which  technical  assistance  grant  funding  is  provided 
to  intermediary  lenders.   The  SBA  is  currently  examining  ways  to 
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revise  the  technical  assistance  grant  funding  to  reduce  program 
costs  without  causing  a  negative  impact  on  either  the 
intermediary  or  the  microbusiness  owner. 

Under  one  option,  funding  would  be  available  to 
intermediaries  based  on  the  number  of  loans  outstanding  to 
microborrowers ,  rather  than  the  current  method  which  allows 
funding  based  on  the  amount  of  debt  owed  to  the  SBA  by  the 
intermediary.   Funding  to  an  intermediary  would  last  for  up  to 
three  years  per  microborrower  and  would  be  available  throughout 
the  life  of  the  intermediary's  debt  to  the  SBA. 

CONCLUSION 

When  Mr.  Lader  testified  before  this  Committee  several  weeks 
ago,  he  told  you  of  many  ways  that  the  SBA  of  1995  "is  not  your 
father's  SBA."   The  Microloan  Demonstration  Program  is  an 
excellent  example  of  the  new  SBA.   It  is  a  full-service  lending 
program  that  brings  together  the  resources  of  a  variety  of 
private  and  public  organizations  to  provide  small  loans  and 
technical  assistance  in  an  innovative  package,  thus  contributing 
to  the  borrowers'  potential  for  ultimate  success.   For  many  of 
these  borrowers,  the  Microloan  program  is  their  only  chance  to 
have  access  to  the  capital  and  training  necessary  to  start  or 
expand  their  small  business. 
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This  demonstration  program  will  end  on  October  1,  1997, 
unless  legislation  is  enacted  to  extend  it  or  make  it  a  permanent 
Agency  economic  development  program.   During  the  remaining  period 
of  the  demonstration,  we  hope  to  continue  working  with  you  and 
with  various  other  public  and  private  organizations  to  continue 
to  shape  this  program  to  assure  that  even  the  smallest  borrowing 
needs  of  small  businesses  are  met  in  the  most  efficient  and  cost- 
effective  way. 

Thank  you,  Madam  Chair  and  Committee  Members,  for  the 
opportunity  to  testify  today  on  behalf  of  the  SBA's  Microloan 
Program.   I  will  be  pleased  to  answer  any  questions  you  may  have. 
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Basic  Information  Regarding  SBA  Microloan  Deffionstration  Progrzun 
Grant  expenditures. 

Under  the  Microloan  Demonstration  Program  two  categories  of 
grants  are  offered. 

o    Grant  funding  to  intermediary  lenders  to  help  defray 

the  cost  of  providing  technical  assistance  to  microloan 
borrowers . 

o    Grant  funding  to  non-lending  technical  assistance 
providers  which  assist  low  income  individuals  in 
obtaining  private  sector  business  financing. 

Grants  to  Intermediary  Lenders  for  the  Provision  of  Technical 
Assistance  to  Microborrowers. 

Pursuant  to  the  laws  and  regulations  governing  the  Microloan 
Demonstration  Program,  each  microbusiness  owner  receiving  a  loan 
under  this  program  is  expected  to  receive  technical  assistance. 
It  is, 

o    designed  to  strengthen  the  business'  chances  of 
viability  and  success 

o    targeted  toward  very  small,  often  start-up  businesses, 
owned  by  women,  minorities,  and  individuals  in  areas 
suffering  from  economic  downturn  (such  as  a  forced 
plant  closing  or  an  industry  specific  slow  down) 

o    available  to  and  often  required  for  microborrowers 
during  the  life  of  each  microloan. 

Microbusiness  owners  often  lack  a  family  history  of  business 
ownership  or  any  other  "natural"  means  of  obtaining  business 
"savvy"  and  the  survival  skills  it  takes  to  become  successful 
business  owners  and  employers.   The  technical  assistance  provided 
by  intermediaries  take  the  place,  if  you  will,  of  learning  the 
business  from  Dad. 

Intermediaries  may  collect  small  contributions  from 
microborrowers  toward  the  cost  of  their  technical  assistance. 
However,  the  intensity  and  quality  of  the  training  provided  by 
intermediaries  is  such  that  it  would  be  unaffordable  to  the 
beneficiary  if  (s)he  had  to  cover  the  entire  cost.   Therefore 
grant  funding  is  provided  to  intermediary  lenders  to  assist  them 
in  defraying  the  expense  of  providing  technical  assistance. 

Under  current  regulations,  SBA  may  make  a  grant  of  up  to  25% 
of  the  outstanding  balance  owed  by  an  intermediary  to  SBA  on  a 
loan  under  the  Microloan  Demonstration  Program.   Grants  are, 

o    renewable  annually  for  the  life  of  the  loan  (ten  years) 
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o    adjusted  downward  as  the  intermediary  repays  its  loan 

o    Matched  with  a  25%  non-federal  contribution  from 
intermediaries 

Grants  to  Non-intermediaries  for  the  Provision  of  Technical 
Assistance  to  Low  Income  individuals  seeking  private  sector 
financing. 

In  addition  to  providing  technical  assistance  funding  to 
intermediary  lenders,  SBA  is  testing  the  concept  of  providing 
funding  to  non-profit  entities,  specifically  geared  toward 
microenterprise  development,  which  do  not  act  as  intermediary 
lenders.   These  organizations  provide  technical  assistance  to  low 
income  individuals  who  are  starting,  or  struggling,  in  business. 
The  objective  is  to  assist  clients  in  obtaining  private  sector 
financing. 

Similar  to  the  Small  Business  Development  Center  (SBDC) 
concept,  this  grant  program, 

o     is  specifically  oriented  to  businesses  in  need  of 
financing  in  amounts  of  $25,000  or  less 

o    specializes  in  microenterprise  development  as  opposed 
to  the  more  general  SBDC  approach 

o    coordinated,  by  the  grantee,  with  state  and  private 
sector  financing  and  guaranty  programs. 

Under  the  last  round  of  funding,  five  SBDCs  were  selected  to 
participate  as  grantees.   This  will  provide  us  with  information 
regarding  duplication  of  effort  and  a  basis  of  information  for 
justifying  the  continuation  of  this  particular  part  of  the 
Microloan  Demonstration  Program. 

Funding  Information 

Grant  funds  were  provided  to  participating  organizations  for 
the  provision  of  technical  assistance  under  the  Microloan 
Demonstration  Program  as  follows  during  fiscal  years  1992-1994: 

o  1992 —  $2,229,204 

o  1993 —  $4,562,000 

o  1994 —  $4,197,015 

o  Total  during  the  period —  $10,988,219. 

During  the  same  period,  loans  were  made  to  microborrowers 
totaling  $23,049,877. 
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strategies  for  Greater  Efficiency  in  use  of  Funding 

Clearly,  the  cost  of  providing  technical  assistance  to  the 
target  population  is  comparatively  high.   This  was  anticipated  at 
the  inception  of  the  Program.   However,  due  to  the  need  to  reduce 
spending  and  stretch  our  dollars,  SBA  has  been  exploring  several 
options  for  reduction  in  cost  while  exerting  minimal  impact  on 
the  program  beneficiaries. 

Several  assumptions  can  be  made  regarding  the  provision  of 
technical  assistance: 

o    Pre-loan  technical  assistance  is  costlier  than  post- 
loan  technical  assistance. 

o    Federally  supported  post-loan  technical  assistance  need 
not  extend  beyond  three  years  into  the  life  of  a 
microloan.   After  three  years,  a  small  business  owner 
should  be  capable  of  operating  of  his/her  own  accord. 

o    Grant  funding  to  intermediaries  should  be  based  on  the 
cost  of  providing  technical  assistance  to  the 
microborrower,  not  on  the  amount  of  loan  funding 
provided  to  the  intermediary. 

Using  these  assumptions,  several  strategies  have  been 
developed.   As  a  result,  SBA  believes  it  can  significantly  reduce 
the  government's  cost  of  providing  technical  assistance  over  the 
next  several  years  by, 

o    requesting  the  allowance  of  a  greater  percentage  of 
initial  funding  to  be  used  for  up-front  technical 
assistance  costs 

o    tying  technical  assistance  funding  to  microloan  life  as 
opposed  to  the  life  of  the  loan  to  the  intermediary 
lender 

o    limiting  funding  for  technical  assistance  to  the  first 
three  years  of  a  small  business'  borrowing  relationship 
with  an  intermediary  lender 

o    calculating  maximum  grant  funding  to  any  intermediary 
based  on  cost  per  client  calculations 

o    calculating  funding  for  non- intermediary  technical 

assistance  providers  based  on  their  success  in  meeting 
the  objectives  of  obtaining  private  sector  financing 
for  small  businesses 
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Pursuant  to  a  request  by  the  Honorable  Jonn  Liataice  ai:  tne 
Microloan  Demonstration  Program  hearing,  attached  please  find 
Standard  Industrial  Code  data  as  of  the  end  of  January,  1995. 
This  data  will  provide  Mr.  LaFalce  with  the  information  he  seeks 
regarding  categorization  of  program  beneficiaries  according  to 
the  types  of  businesses  being  assisted. 

This  data  is  cumulative,  since  program  inception.   It  is  divided 
according  to  two  digit  classification,  which  are  identified.   It 
is  subdivided  by  individual  business  types,  which  are  not 
identified  but  fall  within  the  classification  heading.   Totaled 
figures  are  on  the  last  page  of  the  data  sheets. 

Also  attached  is  a  copy  of  the  Numerical  List  of  Short  Titles 
from  the  Standard  Industrial  Code  book  of  1987  (the  most  recent 
volume  available)  . 


89-291  0-95-5 
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Microloan  SIC  Code  Information  January  31,1995 
Nationwide  Statistics 


%  of  Total 


Code 


Name 


Number 


%of  Total  Per  Major  Group 


CLASSIFIED  MANUFACTURING 

20  Food  and  Kindred  Products 

2011  3 

2013  1 

2021  1 

2022  1 
2024  2 

2032  1 

2033  2 
2035  2 
2048  1 
2051  14 
2064  4 
2075  1 
2086  1 
2097  1 
2099  5 


0.12% 
0.04% 
0.04% 
0.04% 
0.08% 
0.04% 
0.08% 
0.08% 
0.04% 
0.55% 
0.16% 
0.04% 
0.04% 
0.04% 
0.20% 


1.56% 


22  Textile  Mill  Products 
2211 
2212 
2246 
2251 
2253 
2261 
2262 


0.43% 


0.04% 
0.04% 
0.04% 
0.04% 
0.12% 
0.12% 
0.04% 


23  Apparel  &  0th  Textile  Prod 

2311  1 

2321  1 

2325  1 

2329  1 

2335  2 

2337  4 

2339  6 

2341  1 

2343  1 

2353  1 

2361  2 

2384  1 

2385  1 
2389  7 

2391  1 

2392  4 

2393  1 

2394  3 

2395  3 

2396  6 


2.07% 


0.04% 
0.04% 
0.04% 
04% 
08% 
16% 
23% 
04% 
04% 
04% 
08% 
04% 
0.04% 
0.27% 
04% 
16% 
04% 
12% 
12% 
23% 
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2397 

1 

0.04% 

2399 

4 

0.16% 

24 

Lumber  &  Wood  Prod,  Excpt 

Furniture 

2411 

5 

0.20% 

2421 

4 

0.16% 

2431 

1 

0.04% 

2434 

3 

0.12% 

2491 

1 

0.04% 

2499 

9 

0.35% 

25 

Furniture  and  Fixtures 

2511 

10 

0.39% 

2512 

1 

0.04% 

2514 

2 

0.08% 

2519 

1 

0.04% 

2541 

1 

0.04% 

2542 

2 

0.08% 

2589 

1 

0.04% 

2599 

2 

0.08% 

26 

Paper  and  Allied  Products 

2671 

2 

0.08% 

2675 

1 

0.04% 

2678 

1 

0.04% 

2679 

2 

0.08% 

0.90% 


0.78% 


0.23% 
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27 

Printing/Pub/Allied  Ind. 

2721 

7 

0.27% 

2731 

5 

0.20% 

2741 

2 

0.08% 

2752 

7 

0.27% 

2759 

16 

0.62% 

2771 

1 

0.04% 

2789 

1 

0.04% 

2791 

3 

0.12% 

28 

Chemicals  &  Allied  Products 

2821 

2 

0.08% 

2841 

1 

0.04% 

2844 

3 

0.12% 

2893 

1 

0.04% 

30 

Rubber  &  Misc  Plastics 

3011 

1 

0.04% 

3061 

1 

0.04% 

3079 

2 

0.08% 

3080 

1 

0.04% 

3086 

1 

0.04% 

3089 

5 

0.20% 

31 

Leather  &  Leather  Prods 

3111 

2 

0.08% 

3131 

1 

0.04% 

3143 

1 

0.04% 

3171 

1 

0.04% 

3199 

2 

0.08% 

32 

Stone, Clay,  and  Glass  Prod 

3229 

1 

0.04% 

3231 

1 

0.04% 

3253 

1 

0.04% 

3269 

9 

0.35% 

3271 

1 

0.04% 

3299 

1 

0.04% 

33 

Primary  Metal 

3363 

3 

0.12% 

3399 

1 

0.04% 

34 

Fabricated  Metal  Products 

3421 

1 

0.04% 

3423 

1 

0.04% 

3443 

2 

0.08% 

3469 

1 

0.04% 

3471 

1 

0.04% 

3479 

3 

0.12% 

3481 

1 

0.04% 

3490 

3 

0.12% 

3495 

1 

0.04% 

1.64% 


0.27% 


0.43% 


0.27% 


0.55% 


0.16% 


0.66% 
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3499  3       0.12% 


35  Industrial  Mach  and  Equip 

3517 

1 

0.04% 

3524 

2 

0.08% 

3533 

0 

0.00% 

3537 

1 

0.04% 

3541 

4 

0.16% 

3542 

1 

0.04% 

3544 

1 

0.04% 

3549 

1 

0.04% 

3550 

1 

0.04% 

3553 

3 

0.12% 

3559 

3 

0.12% 

3561 

2 

0.08% 

3567 

1 

0.04% 

3569 

3 

0.12% 

3577 

4 

0.16% 

3578 

1 

0.04% 

3581 

2 

0.08% 

3585 

1 

0.04% 

3589 

1 

0.04% 

3599 

5 

0.20% 

36  Electronic  &  oth  Elec  Equip 

3625 

1 

0,04% 

3645 

5 

0.20% 

3646 

1 

0.04% 

3651 

2 

0.08% 

3662 

1 

0.04% 

3670 

2 

0.08% 

3671 

1 

0.04% 

3672 

1 

0.04% 

3674 

1 

0.04% 

3679 

1 

0.04% 

3698 

2 

0.08% 

3699 

2 

0.08% 

1.48% 


0.78% 
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37  Transportation  Equipment 
3711  2 

3714 
3731 


0.08%  0.39% 

2       0.08% 


3732  4 


2       0.08% 


0.16% 


38  Instruments  and  Related  Prod  n   a-h. 

3I27  '      °-°^* 

3842 

3843  1 

3845 

3851  j^ 


3861 


1  0.04% 

2  0.08% 
0.04% 

3  0.12% 
0.04% 

2       0.08% 


39  Misc  Manufacturing  Indus  ^   gO% 

nil  1       0.04% 

3915  1 

3931  3 

3942 

3944  5 


8  0.31% 
0.04% 
0.12% 

2       0.08% 


3949 

3990  1 

3991  I 
3993 
3999                                16 


0.20% 
1       0.04% 


0.04% 

0.04% 

2       0.08% 


0.62% 
Total  Manufacturing        375     14.64% 

CLASSIFIED  WHOLESALE  TRADE 


5012 


50  Whlsale  Trd-Durable  Gds  2  89% 


1       0.04% 


^°^^  2       0.08% 

5015  3 

5021  3 

5023  1 

5031  3       8:i2% 

^n.?  1       0.04% 

5041  1 

5043  1 

5044 

5045 


0.12% 
0.12% 
0.04% 


0.04% 
0.04% 
2       0.08% 


1       0.04% 


Int.  4  0.16% 

l?>ll  1  0.04% 

l?.t.  5  0.20% 

5064  1  0.04% 

5072  1  0.04% 

5074  5  0.20% 

^^I!  1  0.04% 

5084  5  0.20% 


Ill 


5085 

7 

5087 

3 

5091 

7 

5092 

5 

5093 

2 

5094 

1 

5099 

7 

51  Whlsale  Trd-Nondurable  Gds 

5112 

4 

5113 

1 

5131 

1 

5136 

3 

5137 

7 

5139 

2 

5141 

7 

5143 

1 

5146 

8 

5147 

1 

5148 

1 

5149 

10 

5161 

1 

5162 

1 

5192 

2 

5193 

3 

5199 

6 

0.27% 
0.12% 
0.27% 
0.20% 
0.08% 
0.04% 
0.27% 

2.30% 
0.16% 
0.04% 
0.04% 
0.12% 
0.27% 
0.08% 
0.27% 
0.04% 
0.31% 
0.04% 
0.04% 
0.39% 
0.04% 
0.04% 
0.08% 
0.12% 
0.23% 


Total  Wholesale  133       5.19% 


CLASSIFIED  RETAIL  TRADE 
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52  Building  Materials 

5211                               6 

0.23% 

5231                               1 

0.04% 

5251                               6 

0.23% 

5261                               4 

0.16% 

53  General  Merchandise 

5331                              15 

0.59% 

5399                              11 

0.43% 

54  Food  Stores 

5411                      '        31 

1.21% 

5416                               1 

0.04% 

5421                               3 

0.12% 

5431                               5 

0.20% 

5437                               3 

0.12% 

5441                               1 

0.04% 

5451                               1 

0.04% 

5461                              13 

0.51% 

5497                               1 

0.04% 

5499                              13 

0.51% 

55  Auto  Dealers  &  Service  Stations 

5521                             3 

0.12% 

5531                               3 

0.12% 

5541                               8 

0.31% 

5551                               1 

0.04% 

5561                               1 

0.04% 

5599                               2 

0.08% 

56  Apparel  &  Accessory  Stores 

5611                             4 

0.16% 

5621                            23 

0.90% 

5631                               2 

0.08% 

5632                               8 

0.31% 

5635                               0 

0.00% 

5641                               4 

0.16% 

5651                              15 

0.59% 

5661                               4 

0.16% 

5699                              22 

0.86% 

57  Furniture  &  Homefurn  Stores 

5712                            12 

0.47% 

5713                             2 

0.08% 

5714                             5 

0.20% 

5719                               6 

0.23% 

5722                               6 

0.23% 

5731                               4 

0.16% 

5733                               1 

0.04% 

5734                              19 

0.74% 

0.66% 


1.01% 


2.81% 


0.70% 


3.20% 


2.54% 
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5735  7  0.27% 

5736  3  0.12% 

58  Eating  and  Drinking  Places                           5,74% 

5812  137  5.35% 

5813  10  0.39% 
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59  Miscellaneous  Retail 
5912 
5914 
5921 
5932 
5941 
5942 
5943 
5944 
5945 
5947 
5948 
5949 
5961 
5962 
5963 
5990 
5992 
5994 
5995 
5999 


10.58% 


1 

0.04% 

2 

0.08% 

1 

0.04% 

18 

0.70% 

15 

0.59% 

10 

0.39% 

6 

0.23% 

9 

0.35% 

11 

0.43% 

35 

1.37% 

3 

0.12% 

11 

0.43% 

9 

0.35% 

5 

0.20% 

41 

1.60% 

1 

0.04% 

19 

0.74% 

1 

0.04% 

6 

0.23% 

67 

2.62% 

Total  Retail 


698 


27.24% 


CLASSIFIED  SERVICE  BUSINESSES 

70  Hotels,  Rooming  Houses,  Camps,  Etc. 

7011  9  0.35% 

7021  1  0.04% 

7032  1  0.04% 


0.43% 


72  Personal  Services 
7211 
7215 
7216 
7217 
7218 
7219 
7221 
7231 
7241 
7251 
7260 
7261 
7286 
7291 
7299 


7.53% 


7 

5 

1 

8 

2 

7 

18 

80 

12 

3 

1 

3 

1 

3 

42 


0.27% 
0.20% 
0.04% 
0.31% 
0.08% 
0.27% 
,70% 
,12% 
,47% 
,12% 
,04% 
,12% 
,04% 
,12% 
,64% 
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73  Business  Services 

7311 

7 

0.27% 

7312 

1 

0.04% 

7319 

3 

0.12% 

7322 

4 

0.16% 

7331 

2 

0.08% 

7334 

3 

0.12% 

7335 

5 

0.20% 

7336 

17 

0.66% 

7338 

7 

0.27% 

7342 

7 

0.27% 

7349 

30 

1.17% 

7352 

1 

0.04% 

7359 

4 

0,16% 

7361 

6 

0.23% 

7362 

1 

0.04% 

7363 

10 

0.39% 

7370 

2 

0.08% 

7371 

9 

0.35% 

7372 

5 

0.20% 

7373 

9 

0.35% 

7374 

16 

0.62% 

7375 

1 

0.04% 

7377 

2 

0.08% 

7378 

7 

0.27% 

7379 

15 

0.59% 

7381 

4 

0.16% 

7382 

5 

0.20% 

7384 

2 

0.08% 

7389 

46 

1.80% 

7390 

2 

0.08% 

7399 

4 

0.16% 

75  Auto  Repair/Svcs/Parking 

7514 

1 

0.04% 

7532 

16 

0.62% 

7536 

3 

0.12% 

7538 

26 

1.01% 

7539 

2 

0.08% 

7540 

2 

0.08% 

7542 

11 

0.43% 

7549 

8 

0.31% 

76  Misc  Repair  Svcs 

7622 

4 

0.16% 

7623 

5 

0.20% 

7629 

7 

0.27% 

7641 

10 

0.39% 

7658 

1 

0.04% 

7682 

1 

0.04% 

7692 

7 

0.27% 

7699 

24 

0.94% 

9.25% 


2.69% 


2.30% 
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78  Motion  Pictures 
7810 

7812  1  0.04%              °-^2* 

7819  12  0.47% 

7841  1  0.04% 

7880  6  0.23% 

1  0.04% 
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79  Amusement  and  Rec  Svcs 
7911 

7922 
7929 
7933 
7980 
7991 
7993 
7996 
7997 
7999 

80  Health  Svcs 
8011 

8021 
8041 
8042 
8043 
8049 
8050 
8051 
8059 
8071 
8074 
8082 
8093 
8099 


2.11% 


4 

0.16% 

2 

0.08% 

4 

0.16% 

2 

0.08% 

1 

0.04% 

8 

0.31% 

3 

0.12% 

2 

0.08% 

2 

0.08% 

26 

1.01% 

1 

0.04% 

4 

0.16% 

10 

0.39% 

3 

0.12% 

1 

0.04% 

6 

0.23% 

2 

0.08% 

1 

0.04% 

2 

0.08% 

1 

0.04% 

1 

0.04% 

4 

0.16% 

2 

0.08% 

7 

0.27% 

1.76% 


81  Legal  Svcs 

8111  20 

82  Educational  Services 

8243  2 

8244  1 

8299  4 

83  Social  Svcs 

8300  1 
8315  0 
8322  7 
8331  1 
8351  44 
8361  2 
8399  2 

86  Membership  Organizations 

8641  1 

87  Engineering  and  Mngmnt  Svcs 

8711  3 

8712  5 

8713  1 

8714  1 


0.78% 


0.08% 
0.04% 
0.16% 


,04% 
,00% 
,27% 
,04% 
,72% 
,08% 
,08% 


0.04% 


0.12% 
0.20% 
0.04% 
0.04% 


0.78% 
0.27% 


2.22% 


0.04% 
3.08% 


118 


8721 

25 

0.98% 

8731 

3 

0.12% 

8732 

2 

0.08% 

8734 

2 

0.08% 

8741 

11 

0.43% 

8742 

16 

0.62% 

8743 

2 

0.08% 

8744 

1 

0.04% 

8748 

7 

0.27% 

88 

Private 

Households 

8811 

4 

0.16% 

8896 

1 

0.04% 

89 

Miscellaneous 

Services 

8911 

3 

0.12% 

8980 

3 

0.12% 

8999 
8 

15 

0.59% 

Total 

Services 

879 

34.31% 

0.20% 


0.82% 
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CLASSIFIED  OTHER 


1 

Ag 

Production-Crops 

161 

5 

0.20% 

175 

2 

0.08% 

181 

3 

0.12% 

191 

2 

0.08% 

2 

Ag 

Product ion-stock/ animals 

214 

3 

0.12% 

219 

1 

0.04% 

241 

1 

0.04% 

259 

1 

0.04% 

291 

1 

0.04% 

7 

Agr 

i  Services 

741 

1 

0.04% 

742 

1 

0.04% 

752 

11 

0.43% 

781 

10 

0.39% 

782 

26 

1.01% 

783 

1 

0.04% 

8 

Forestry 

851 

2 

0.08% 

877 

1 

0.04% 

9 

Fishing/Hunting/Trapping 

912 

2 

0.08% 

913 

2 

0.08% 

919 

1 

0.04% 

13 

Oi] 

.  &  Gas  Extraction 

1381 

1 

0.04% 

0.47% 


0.27% 


1.95% 


0.12% 


0.20% 


0.04% 


14  Mining  &  Quarrying/Nonmetallic  0.08% 
Minerals,  Except  Fuels 

1499  2  0.08% 

15  Building  Construction  1.68% 

1521  34  1.33% 

1522  4  0.16% 

1541  4  0.16% 

1542  1  0.04% 

16  Heavy  Construction-not  bldgs                        0.35% 
1600  1  0.04% 

1611  2  0.08% 

1622  2  0.08% 

1623  3  0.12% 
1634  1  0.04% 
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17  Special  Trade  Contractors 

1711 

14 

0.55% 

1716 

1 

0.04% 

1721 

13 

0.51% 

1731 

18 

0.70% 

1741 

6 

0.23% 

1742 

2 

0.08% 

1743 

1 

0.04% 

1751 

10 

0.39% 

1752 

5 

0.20% 

1761 

6 

0.23% 

1771 

5 

0.20% 

1791 

1 

0.04% 

1793 

2 

0.08% 

1794 

4 

0.16% 

1795 

1 

0.04% 

1796 

1 

0.04% 

1798 

1 

0.04% 

1799 

7 

0.27% 

3.83% 
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40  Railroad  Transporation  0.04% 

4011  1      0.04% 

0.98% 


41 

Local/Interurban  Psngr  Trns 

4119 

14 

0.55% 

4121 

5 

0.20% 

4131 

1 

0.04% 

4141 

1 

0.04% 

4142 

3 

0.12% 

4151 

1 

0.04% 

42 

Trucking  &  Warehousing 

4212 

10 

0.39% 

4213 

17 

0.66% 

4215 

1 

0.04% 

44 

Water  Transportation 

4492 

1 

0.04% 

45 

Transporation  by  Air 

4522 

2 

0.08% 

4581 

2 

0.08% 

47 
4724 
4731 
4789 

Transportation  Services 

11 
5 

1 

0. 
0. 
0. 

,43% 
,20% 
,04% 

48 
4812 
4813 
4822 
4825 

Communications 

3 
2 

1 
1 

0. 
0. 
0. 
0. 

,12% 
.08% 
,04% 
,04% 

49 
4952 
4953 
4959 

Elec/Gas  &  Sanitary  Services,,, 

1 
2 
3 

0, 
0, 
0, 

.04% 
.08% 
.12% 

1.09% 


0.04% 

0.16% 


46  Pipelines-  not  natural  gas  0.08% 

4644  2       0.08% 

0.66% 


0.27% 


0.23% 


60  Depository  Institutions  0.04% 

6099  1      0.04% 

63  Insurance  Carriers  0.08% 
6321                               1       0.04% 

6361  1       0.04% 

64  Insur  Agnts, Brokers,  &  Svcs  0.59% 
6411                              15       0.59% 

65  Real  Estate 


6531 


9999 
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6512 
6513 
6514  2       0.08% 


3  0.12%  0.55% 

1  0.04% 


8  0.31% 


99  Nonclassifiable  0.04% 


1       0.04% 
Total  Other  354      13.82% 


SUMMARY  SIC  CODE  DATA 

Total  Manufacturing 
Total  Wholesale 
Total  Retail 
Total  Service 
Total  Other 

Information  Not  Provided         123       4.80% 

Total  SIC  Counted  2439      95.20% 

Total  Microloans  Made  2562     100.00% 


375 

14 

64% 

133 

5 

19% 

698 

27 

24% 

879 

34 

31% 

354 

13 

82% 
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Watat  SiTMt 

P.O.  Box  26S 

Coastal  Wucauet 

)r  .  Moln*  04S78 

EnisrpriMs — - — — 

i__  Telopnone 

inc.  (207)  882-7552 

foonniie 
(207)  883-7308 
ttaroh  14,    1995  Emoii 

hn  ISIOOhandmat.ora 

To:   Representative  Jdn  Meyere,  CKalrvoiuin,  House  Conmittee  on  Small  Business 

Froa:  Ellen  Golden,  Senior  Progren  Officer,  Mioroenterprise  Development 
and  Vice  Chair,  Policy  Conmittee,  Association  for 
Enterprise  Opportunity 

Re:   Testimony  on  Small  Business  Administration's  Microloan  Denonstration 
Program 

Introdur-rlon 

Thank  you  for  inviting  me  to  speak  today.  I  an  Ellen  Golden,  Senior 
Program  Officer,  Microenterprise  and  Women's  Business  Development,  at  Coastal 
Enterprises,  Inc.  (CEI)  in  Wiscasset,  Maine.  I  am  here  today  both  in  my 
capacity  as  a  CEI  staff  person  and  In  my  capacity  At  a  member  of  the  Board  of 
Directors  of  the  Association  for  Enterprise  Opportunity  (AEO)  and  Vice  Chair 
of  the  AEO  Policy  Committee. 

Back£rQUnd:  Coastal  Rntercrl.<=«s   Tnr 

Coastal  Enterprises,  Inc.  (CEI)  is  a  private  non-profit,  501(e)3,  com- 
munity development  corporation  which  provides  financing  and  technical  assis- 
tance in  the  development  of  small  businesses,  social  services  and  affordable 
housing,  CEI  development  finance  activities  are  targeted  to  promising  sectors, 
such  as  manufacturing,  value-added  natural  resource  industries,  women  business 
owners,  microenterprlses ,  select  social  services  (e.g.,  child  care),  environ- 
mental technologies  and  others.  In  addition,  CEI  engages  in  the  development  of 
affordable  and  special  needs  housing,  policy  research  and  advocacy.  CEI  is  a 
licensed  SBA  504  local  development  corporation,  a  certified  packager  for  the 
Finance  Authority  of  Maine,  a  sub-center  under  the  SBA  Small  Business  Develop- 
ment Center  program,  and  an  intermediary  under  the  SBA  Women's  Pre-Quallfied 
Loan  Pilot  Program. 

Incorporated  in  1977,  CEI  manages  a  pool  of  $20  million  in  loan  fxuids 
raised  from  a  variety  of  public  and  private  sources  and  has  participated  in 
over  $90  million  in  financing  to  over  500  small  businesses  that  have  created 
and  retained  6,000  Jobs.  CEI  also  provides  business  assistance  and  has  coun- 
seled over  6,500  fledgling  entrepreneurs  who  employ,  on  average,  2.5  people. 
In  each  of  its  projects,  CEI  targets  social  and  economic  opportunities  to  low 
income  people,  including  AFDC  recipients  and  individuals  who  are  differently 
abled.  CEI  provides  a  continuum  of  business  finance  and  support  to  customers 
ranging  from  self  employed  individuals  with  limited  resources  to  manufacturing 
enterprises  that  employ  100  or  more  people. 
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In  1986,  CEI  created  the  Enterprise  Development  Fund  (EDF)  as  a  vehicle 
to  address  the  credit  and  technical  aaalstance  needs  of  mlcrobuslnesses,  par- 
ticularly choae  owned  by  women.  Currently  capitalized  at  $3.7  million 
(including  $1.25  million  borrowed  under  the  SBA  Microloan  Demonstration 
Program),  the  EDF  has  provided  $3.9  million  to  300  microbusinesses  at  an 
average  loan  size  of  $12,580.  These  businesses  accounted  for  560  Jobs  at  the 
time  of  loan  closing  and  were  projected  to  create  an  additional  65^  Jobs.  Ap- 
proximately 66  percent  of  the  businesses  financed  represent  otmership  oppor- 
tunities for  women. 

Experience  with  SBA  Ml  p.rnl  pan  DemonHtration  Program 

CEI  serves  a  ten-county  area  in  Maine  with  the  SBA  Microloan  Program. 
Maine's  population  is  predominantly  rural;  only  eight  eommunities  within  the 
service  delivery  area  have  popxjilatlons  greater  than  20,000  and  the  largest  ur- 
ban area  has  only  65,000  people.  Maine  is  also  a  poor  state,  with  a  poverty 
rate  approaching  IS  percent,  unamploymant  rates  as  high  as  12  percent  in  the 
service  delivery  erea  and  per  capita  incomes  that  consistently  lag  behind 
those  for  the  rest  of  the  region  and  the  country.  Sixty  percent  of  Maine's 
businesses  employ  4  or  fewer,  and  at  12  percent,  the  state's  self -employment 
rate  exceeds  the  national  average . 

CEI  closed  its  first  SBA  loan  of  $750,000  at  the  end  of  September,  1992, 
and  its  second  loan  of  $500,000  in  March,  1994.  As  one  of  the  nation's  leading 
mlcrolenders ,  CEI  has,  since  then,  made  102  loans  totaling  $1.28  million  for 
an  average  loan  size  of  $12,580.  A  total  of  235  Jobs  have  been 
created/retained  for  a  cost  of  $5446  per  Job;  a  comparable  number  of  jobs  are 
projected  to  be  created  over  the  next  three  years.  Approximately  40  percent 
of  the  loans  have  been  to  start-ups;  three-quarters  of  the  businesses  are  In 
rural  areas.  More  than  half  of  the  businesses  represent  ownership  oppor- 
tunities for  women. 

The  businesses  range  from  home-based  child  care  to  small  manufacturers 
of  Jewelry  and  toys  to  construction  businesses  to  retail  shops.  At  least  one 
business  has  established  overseas  markets,  while  others  are  exploring  export 
opportunities.  The  owners  are  as  diverse  as  their  businesses  and  include  youth 
entrepreneurs,  individuals  with  disabilities,  dislocated  workers,  single 
parents,  older  workers  returning  to  Income  generating  activity  after  a  serious 
illness,  and  others.  For  some,  their  business  is  the  sole  source  of  income; 
for  others,  business  Income  is  combined  with  other  sources  to  lift  a  family 
out  of  poverty, 

A  complete  profile  of  CEI's  SBA  Microloan  Demonstration  Program 
portfolio  is  attached,  as  are  descriptions  of  four  borrowers. 

Role  of  the  Program  in  Maine's  Busineaa  Environment 

In  CKI'e  experience,  there  are  many  new  and  existing  mleroenterprlses 
who  are  unable  to  obtain  access  to  credit  through  conventional  financial  in- 
stitutions. Although  the  reasons  vary  with  the  individual  businesses,  in 
general,  mioroentrepreneurs  lack  the  equity,  collateral,  track  records, 
management  experience  and  credit  histories  that  bankers  look  for  in  extending 
credit.  In  addition,  women,  low  income  individuals  and  minorities  are  often 
not  taken  seriously  as  business  owners  and  face  even  greater  difficulties  in 
obtaining  access  to  credit. 


134 


Vhlle  it  Is  oftan  ciauaed  chAt  most  btislness  owners  obtain  capital  from 
banks,  the  reality  Is  very  different.  A  survey  conducted  by  CEI  In  1991  of 
Maine  businesses  with  1-9  employees  shows  that  only  37  percent  of  the  respon- 
dents obtained  start-up  capital  from  a  coomerclal  bank  and  only  48  percent  ob- 
tained expansion  capital  from  that  same  source ,  This  Is  despite  the  fact  that 
over  78  percent  applied  for  bank  financing.  The  majority  rely  on  personal 
savings  for  start-up  funds  and  cash-flow  for  expansion  financing. 

For  people  with  limited  resources,  the  inability  to  access  external 
sources  of  capital  stifles  their  ability  to  start  and  grow  their  businesses. 
The  Mlcroloan  Program  working  through  interfflediaries  responds  to  this  "capital 
gap"  and  reaches  into  a  segment  of  the  econooiy  that  is  overlooked  by  conven- 
tional lenders  and  traditional  economic  development  strategies.  It  is  a  sector 
that  Is  a  dynamic  and  frequently  Innovative  and  has  demonstrated  its  potential 
to  generate  income  and  employment  for  individuals  and  comoiunitles . 

However,  credit  by  itself  is  not  sufficient  for  microbusiness  success. 
The  majority  of  mieroentrepreneurs  are  first  time  business  owners  without 
business  experience  or  management  expertise.  Technical  assistance  Is  an  impor- 
tant vehicle  to  help  them  develop  the  critical  skills  that  can  make  the  dif- 
ference between  business  success  and  failure.  Typically,  mieroentrepreneurs 
require  assistance  In  areas  such  as  business  planning,  financial  osanagement, 
recordkeeping,  cash  flow  projections,  marketing,  hiring  and  personnel  issues, 
regulatory  issues,  and  financing.  Yet  access  to  technical  assistance  can  be  as 
problematic  as  access  to  credit  for  many  mlcrobusinesses. 

According  to  CEI's  survey,  nearly  half  of  the  business  owners  sought  ad- 
vice prior  to  start-up  and  approximately  75  percent  continue  to  seek  advice 
for  ongoing  operations.  It  is  not  surprising  that  resources,  such  as  the  Small 
Business  Development  Centers  and  the  Service  Corps  of  Retired  Executives,  are 
strained  and  that  businesses  must  wait  4-6  weeks  to  meet  with  a  business  coun- 
selor. Seventy- percent  of  the  respondents  to  a  recent  survey  of  mlcroen- 
terprise  organizations  in  Maine  indicated  that  the  demand  for  technical  assis- 
tance exceeded  their  capacity  to  respond. 

Availability,  however.  Is  not  the  only  issue.  To  be  effective,  technical 
assistance  must  be  delivered  In  a  manner  that  responds  to  the  needs  of  the 
owner  and  is  appropriate  to  the  scale  and  type  of  enterprise.  Approximately  30 
percent  of  the  respondents  to  CEI's  survey  reported  that  they  had  difficulty 
In  obtaining  good  advice.  Among  the  reasons  cited  were  that  service  providers 
did  not  understand  their  businesses  and  were  not  empathetic.  Mlcrobusinesses 
do  not  match  the  profile  of  the  businesses  targeted  by  traditional  business 
assistance  resources,  whose  expertise  is  often  based  on  experience  with  exist- 
ing, manufacturing,  fast  growing,  Job  generating  small  businesses.  In  addi- 
tion, providing  technical  assistance  to  microenterprlses  tends  to  be  labor  in- 
tensive, and  the  needs  of  Individual  businesses  can  exhaust  the  capacity  of 
traditional  resources  to  respond,  Linking  the  provision  of  technical  assis- 
tance to  organizations  with  specific  expertise  In  mlcroentarprisa  development 
ensures  that  the  assistance  will  fit  the  scale  of  operations,  match  the  skill 
level  of  the  owner,  acknowledge  the  Impact  of  the  issues  of  race,  gender, 
transfer  payments  and  resource  limitations  on  business  development,  and  be 
available  on  an  on-going  basis. 

Upfront  business  assistance  is  essential  for  the  vast  majority  of 
microenterprlses  who  need  support  in  the  development  of  business  plans  and  ap- 
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plications  for  financing.  Good  bu«in«aa  planning  can  minimize  soma  of  the  dtf- 
flcultiei  associated  with  businacs  start-up,  but  avan  the  best  start-up  assis- 
tance cannot  prepare  entrepreneurs  for  all  the  contingencies  they  are  likely 
to  encounter  as  their  businesses  develop.  The  availability  of  technical  aaais- 
tanca  prior  to  financing,  as  well  as  after  credit  has  been  extended,  is  criti- 
cal to  successful  mlcroenterprise  development. 

By  coordinating  the  provision  of  technical  assistance  with  the 
availability  of  financing  and  delivering  both  services  throtigh  intermediaries 
who  are  experienced  in  mlcroenterprise  development,  the  Microloan  Program 
responds  to  the  needs  of  microenterprises  for  technical  as  well  as  financial 
support.  By  ensuring  the  availability  of  technical  aasistance  over  a  five  year 
period,  the  Program  enables  intermediaries  to  develop  long-term  relationships 
with  their  customers  and  to  provide  the  consistent,  tailored  support  that 
reduces  business  risk  and  enhances  business  productivity. 

Role  of  the  Program  in   Hel<ir.<nTi  to  the  Field 

The  Implementation  and  development  of  the  Microloan  Program  has  paral- 
leled and  contributed  to  the  growth  of  the  field  of  mlcroenterprise  develop- 
ment. The  1994  Direr.torv  of  U.S.  Microenterpri«-  Prnyr.ma  published  by  the 
Aspen  Institute  profiles  195  programs,  twice  as  many  as  were  listed  In  the 
1992  directory.  Although  many  of  the  programs  are  relatively  young,  collec- 
tively they  have  had  a  significant  impact:  over  $^4  million  loaned;  56,051 
businesses  received  financing  and/or  technical  assistance;  and  a  majority  of 
individuals  served  are  low  income. 

In  its  report,  Aaatgting  t-h«  Small  hhi:  BugineBBes .  the  Self -Employment 
Learning  Project  (SELP)  of  the  Aspen  Institute  described  mlcroenterprise 
development  as  a  combination  of  human,  economic  and  community  development  that 
builds  capacity  and  skills  for  individuals  and  communities,  particularly  those 
that  are  disadvantaged.  The  findings  in  the  report  are  based  on  intensive  out- 
come assessment  of  a  random  aample  of  302  customers  from  five  mlcroenterprise 
programs. 

Among  the  lessons  to  be  learned  are  that  mlcroenterprise  development  can 
be  a  viable  option  for  a  variety  of  populations  and  can  achieve  a  range  of 
outcomes.  Approximately  40  percent  of  the  respondents  rely  on  their  businesses 
as  a  sole  source  of  Income,  while  the  balance  use  their  businesses  as  one  of 
several  sources  of  income  to  maintain  their  families.  More  than  half  are 
profitable  on  a  monthly  basis,  and  ten  percent  break  even.  Thirty  percent  of 
the  businesses  also  provide  snplo3nBent,  and  overall  the  businesses  created  563 
jobs . 

■SuggeHtlons  for  Program  Devlnpnant 

Continue  to  support  both  the  technical  aaalstaaoa  and  financing  coMponants  of 
the  Program. 

The  structure  of  the  SBA  Microloan  Program  reflects  the  best  practleea 
of  the  field  of  mlcroenterprise  development  by  supporting  the  provision  of 
long-term  intensive  technical  assistance  and  by  fumishlng  capital  that  Is 
sufficiently  flexible  to  meet  the  credit  needs  of  a  range  of  mlcrobusinesses . 
The  vast  majority  of  mlcrobualness  owners  lack  business  experience  atxl  need 
aooioeanee  In  a  *ull  rang*  of  buaineaa  teauaa,  aueh  ao  buuineoa  planning, 
marketing,  access  to  credit,  cash  flow  management,  and  recordkeeping.  Technl- 
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c«l  «««lst«nce  !■  a  ■Ignificant  factor  in  reducing  rlak  for  both  tha  borrovar 
and  the  lender  and  In  enhancing  the  likelihood  of  program  auccass. 

Taat  tbm   iaplanentation  of  tha  pilot  suaranta*  prograa. 

The  currant  Mlcroloan  Program  with  its  provision  for  direct  loans  to  in- 
terBediarieo  appears  to  be  working  wall.  Nonetheless,  it  is  worthwhile  testing 
the  proposed  pilot  guarantee  program  to  see  If  cost  savings  can  be  achieved 
However,  it  is  important  that  the  key  provisions  of  the  current  program  be 
preserved:  the  provision  of  technical  assistance  funds,  the  term  of  the  loan, 
the  interest  rate  structure,  lending  authority  for  individual  microloane 
should  reside  with  the  intermediary,  and  the  note  to  the  intermediary  should 
remain  a  non-recourse  note.  The  advantage  to  the  guarantee  program  would  be  If 
the  cost  to  the  federal  government  could  be  reduced.  Secondarily,  it  may  also 
result  in  savings  to  the  intermediaries  since  the  guarantee  program  would  per- 
mit the  first  five  years  of  the  loan  to  the  Intermediary  to  be  structured  as  a 
revolving  llne-of -credit. 

Testing  the  guarantee  program  will  also  resolve  the  question  about  the 
extent  to  which  banks  may  be  willing  to  participate  in  this  program.  There  is 
concern  that  banks  may  be  reluctant  to  participate  with  smaller,  newer  or- 
ganizations and  that  programs  in  rural  areas  may  be  disadvantaged.  The 
capacity  to  translate  the  pilot  guarantee  program  into  a  broader  program 
should  be  carefully  assessed. 

Build  the  capacity  of  the  field. 

The  SEA  has  allocated  funding  for  the  provision  of  technical  assistance 
to  intermediaries  and  has  further  expressed  an  interest  in  developing  a  peer 
network  as  a  vehicle  for  delivering  this  assistance.  The  SBA  Hicroloan  Program 
has  added  significant  resources  to  the  field  of  mlcroenterprise  development 
and  has  enabled  many  intermediaries  to  expand  their  activity,  increase  their 
lending,  and  reach  new  populations.  There  is  a  need  to  support  this  growth 
through  the  dissemination  of  technical  information  for  intermediaries.  The  SEA 
should  move  forward  with  this  portion  of  the  program. 

Extend  the  prag;raa  authorisation. 

The  experience  of  the  first  three  years  of  the  program's  existence  indi- 
cates that  there  is  a  real  need  for  the  credit  and  technical  assistance  avail- 
able under  the  program.  There  are  a  significant  number  of  mlcrobuslnessea  who 
cannot  gat  either  the  credit  or  business  advice  that  they  need  through  other 
sources  of  support.  The  growth  of  the  field  of  mlcroenterprise  development 
and  tha  creation  of  resources,  such  as  the  Mlcroloan  Program,  have  stintulated 
the  emergence  of  microbuainesses  and  expanded  the  opportunity  for  business 
ownership  to  disadvantaged  populations.  The  Mlcroloan  Program  is  an  investment 
In  people,  communities  and  the  econoisy.  Serious  consideration  should  be  given 
to  extending  the  program  beyond  its  current  authorization  date , 
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ASSOCIATIOH  FOR  BRTKBFRISB  0PPGKTDHIT7 


The  AsBoclatlon  for  Enterprla*  Opportunity  (A£0)  la  th«  national  trade 
association  for  mlcroenterprlaa  programs.  Just  five  years  old,  AEO  has  ap- 
proximately 400  mambera  repreaentlng  the  full  spectrtim  of  mlcroenterprlae 
programs . 

AEG  provides  Information  and  training  to  Its  membera  through  an  annual 
conference,  regional  meetings,  practitioner  exchanges,  publlcatlona,  a  monthly 
newsletter  and  discounted  memberships  to  Handsnet,  a  computer  bulletin  board 
and  conference.  AEO  has  as  a  priority  the  development  and  dissemination  of  in- 
formation relating  to  "best  practices"  for  mlcroenterprlae  development. 

In  addition,  AEO  works  with  corporate,  foundation  and  public  sector 
funders  to  build  broader  understanding  of  the  field  and  to  expand  the 
resources  available  to  support  its  growth. 

A  1993  survey  of  a  sample  of  AEO  members  showed  that  in  1992: 

-  40  organizations  reported  total  loan  capital  of  $27.3  million 
from  a  variety  of  public  and  private  sources,  including  the 

saA 

-  10,761  people  were  served  by  50  organizations 

-  30  organizations  reported  2,386  loans  to  date  for  a  total  of 
$15.22  million  or  an  average  loan  size  of  $6379 

-  31  organizations  reported  3,954  business  starts  and  61X 
of  businesses  were  still  operating 

-  95X  of  the  organizations  serve  women;  503!  serve  African 
Americans;  35X  Asian  Americans;  39X  Hispanics;  and  40X 
Native  Americans 

-  74X  serve  low  income  people 

-  86X  provide  technical  asBlstance  to  their  customers 


QQ-OQi  n  -  95  -  6 
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COASTAL  ENTERPRISES,  INC. 

SBA  HICROLOAN  DEMONSTRATION  PROGRAM 

SUMMARY  OCTOBER  1,  1992  -  FEBRUARY  28.  1995 


Portfolio  Su^wry: 

Total  Cloavd:  102 

Total  Amount:  $1,283,120 

Average  Loan:  $12,580 

Range:  $1,800  -  $25,000 


Profile  of  Bualneasee: 

Start -Up:   40 
Existing:    62 

Range:     .5-19  yeare 
Average:     3.8  years 

Sole  Proprietorships:    64         Female  Owners:    42 
Partner»hlp» ;  IB  Male  Ovnere:      46 

Corporations:  20         Co-preneurs:      14 

Business  as  Sole  Source  of  Household  Income:  33 
Other  Household  Income:  44 
Other  Owner  Income:  26 

Hone-based:   48 

Bufllneas  Size: 

Sales  at  loan  closing: 

Range:  $0  -  672,875 
Total:  $6.8  million 
Average:  $66,672 

Employment  at  loan  closing: 
Range:  1  -  11 
Total:  235.5 
Average :  2.3 


Business  T7P*a: 

Service:     64 
Producer/Manufacturer:   20 
Retail :   14 
Construction:   4 
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Location: 

Rural: 

78 

Urban; 

24 

By  County: 

Androscoggin: 

6 

Cufflbarland: 

27 

Franklin: 

2 

Hancock : 

2 

Kennebec : 

9 

Knox: 

7 

Lincoln: 

7 

Oxford : 

1 

Loan  Tans: 

Interest  Rates: 

10 

-122 

Average : 

11. 

5X 

Loan  Terms: 

.5 

-  6  yean 

Average : 

3.8 

years 

Collateral : 

Personal  Guarantees: 

102 

Business  Assets; 

81 

Second  Mortgage  on  House:  22 

Car  or  other  vehi 

.cle: 

24 

Third  Mortgage; 

8 

Second  Mortgage  on  Property;  5 

Boats :  6 

Interest -bearing 

Account :  1 

Mobile  Home:  4 

Equipment:  6 

Bulldozer:  2 

Assignment  of  Contract:  1 

Jewelry:  1 

Penobscot : 

4 

Piscataquis: 
Sagadahoc : 
Sonerset : 

1 
8 
3 
5 
1 
19 

waxoo . 
Washington : 
York: 

n««c: 


Working  Capital:  71 
Equlpnent ;  60 
Renovations :  7 
Leasehold  Improvements: 
Supplies:   5 
Site  Work:  2 
Inventory:  18 
Buainess  Acquisition:  3 
Furniture  and  fixtures: 
Raw  materials:  1 
Purchase  Partnership:  1 
Equipment  repair:  1 
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Taefanleal  Aaslatanos  Ita«ds: 

Financial  Projecclons,  e.g.,  caah  flow,  braakaven  analyals,  axpanae  estloatas 

Marlcating 

Financa  Structura 

Soureaa  and  Uaas  of  Funds 

Modification  of  loan  raqueat 

Accesa  to  Other  Financing:  llaiaon  with  bank  and  SBA 

Laaae  negotiation 

Negotiation  of  supplier  tarns 

Bualnass  Plan  Components  and  Developmsnt 

Consufflar  Credit  and  Feraonal  Debt 

Counseling 

Family  Budgeting 

Llcenaing 

Policies  and  Procedures 

Financial  Reports 

Product  Development 

Pricing  of  Business 

Liaison  with  Department  of  Defense 

Business  Organization 

Employment 

Bookkeeping  System  ' 

Insurance 

Understanding  credit  reports  and  reporting  procedures 

Clarify  partnership  agreement 
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Wat«r  StTMt 
P  O  Box  266 

Coastal                                                                                                           wucowet 
enterprises 

Inc.  (207)  882-7552 

Focjlmile 

Q07)  8e2>730e 

COASTAL  ENTERPRISES,    INC.  Emol 

hn  1 51  OOhondine  t.otg 

SBA  Microloan  Demonstration  Frograa 
Borrower  Profiles 


CEI  haa  ba«n  an  Interfflediary  under  the  SBA  Mlcroloan  Progran  since  Sep- 
tember 1992.  In  that  time,  CEI  has  made  102  loans  totaling  $1,283,120  for  an 
average  loan  size  of  $12,560.  The  businesses  represent  the  diversity  of  the 
microbusiness  sector  in  Maine ,  and  the  demand  for  program  services  reflects  a 
previously  unmet  need  for  technical  assistance  and  financing.  The  following  is 
a  sampling  of  the  borrowers  in  CEI's  portfolio. 

1.  The  borrower  has  a  small  sign-making  business  that  employs  two  family 
members.  In  the  spring  of  1993,  when  he  contacted  CEI  initially,  he  and  his 
family  were  low-income,  he  had  a  marginal  credit  history  and  his  business  had 
no  track  record.  While  his  initial  request  was  turned  down,  he  received  sig- 
nificant technical  assistance  over  a  six -month  period  that  enabled  him  to 
diminish  his  need  for  debt  and  to  develop  realistic  projections.  In  December, 
1993,  he  applied  for  a  received  a  mlcroloan  of  $10,000. 

In  his  first  full  year  of  business,  he  has  generated  $109,218  in  sales 
with  a  net  profit  of  $18,000  and  expand  his  brother's  employment  from  part  to 
full-time  and  increase  his  wages  to  $10  per  hour. 

After  being  turned  down  by  a  bank,  he  recently  approached  CEI  for  expan- 
sion financing.  Given  the  performance  of  his  business  this  past  year,  his 
track  record  of  payments  to  CEI  and  his  responsiveness  to  technical  assis- 
tance, his  request  for  $16,000  was  approved.  With  the  additional  funds  he  will 
be  able  to  purchase  new  equipment  that  will  enable  him  to  respond  to  requests 
for  services  that  he  is  currently  unable  to  provide. 

2.  A  young  woman  with  a  start-up  business  making  clay  jewelry  approached 
CEI  for  $4200  in  financing  to  purchase  equipment,  supplies,  and  marketing 
materials  and  to  provide  working  capital.  She  and  her  family  are  low  income 
and  have  relied  in  part  on  unemployment  insurance  during  the  past  year  while 
she  started  her  business.  She  was  unable  to  attract  conventlorval  financing  due 
to  the  lack  of  collateral  and  a  limited  business  track  record. 

With  previous  CEI  assistance,  she  was  able  to  build  a  base  for  her  busi- 
ness, acquiring  bU  wholesale  accounts  and  generating  $20,564  in  sales  during 
the  last  nine  months  of  1994.  The  additional  support  will  enable  her  to  expand 
her  marketing  and  production,  and  she  is  expecting  to  gross  $32,000  In  1995 
and  increase  her  profit  by  over  30  percent.  CEI  has  been  able  to  help  her  with 
developing  her  marketing  capacity,  as  well  as  building  her  financial  manage- 
ment skills. 
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3.  The  borrower  la  a  long-distance ,  commercial  trucker.  He  has  been  dla- 
«bled,  Is  a  veteran  and  lived  below  the  poverty  level  at  the  time  of  Che  Ini- 
tial loan,  After  working  on  his  business  plan  with  CEI  staff  for  more  than  a 
year,  he  requested  $15,000  to  purchase  a  truck  and  start  his  business.  At  the 
end  of  the  first  ten  months  of  business,  the  owner  had  grossed  $59,000,  taken 
a  draw  of  $15,400  for  himself  and  generated  a  modest  profit. 

In  the  winter  of  1994,  he  decided  to  expand  his  business  by  purchasing  a 
second  truck  and  leasing  it  to  another  driver  with  whom  he  has  worked  in  the 
past.  The  success  of  his  first  year  in  business  and  his  track  record  in  meet- 
ing his  obligations  to  CEI  convinced  a  local  bank  to  refinance  the  first  truck 
at  a  more  favorable  rate.  CEI  was  repaid  just  one  year  after  the  loan  was 
closed. 

While  the  bank  was  willing  to  refinance  the  first  truck,  it  was  not 
willing  to  finance  a  second  truck.  Based  on  the  hlatory  with  the  borrower,  CEI 
approved  a  second  loan  of  $17,000,  One  year  later,  both  trucks  are  on  the  road 
and  the  business  is  growing, 

4.  A  home-based  day  care  provider  in  a  small  coastal  community  has  been 
able  to  build  a  sound  business  providing  care  to  fifteen  children,  three  of 
whom  are  low  income  and  two  of  whom  have  di«abllitles.  The  owner  received  a 
$13,000  loan  from  CEI  in  January  1993  to  renovate  her  house  and  to  purchase 
equipment.  Although  eligible  for  AFDC,  the  owner  was  not  drawing  benefits,  but 
struggling  to  make  ends  meet.  In  addition  to  financing,  she  also  received  as- 
sistance in  a  variety  of  management  issues,  such  as  planning,  enrollment,  and 
cash  flow  projections. 

In  November,  1994,  the  owner  received  another  small  loan  of  $2400  to 
purchase  computer  equipment  to  reduce  the  amount  of  time  spent  on  paperwork, 
to  maximize  her  efficiency  and  to  devote  more  time  to  other  aspects  of  her 
business.  Now,  after  two  years  in  business,  she  is  generating  a.  modest  profit 
of  $11,000  for  herself  and  providing  employment  for  five  other  people. 


March,  1995 
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TESTIMONY 


HOUSE  OF  REPRESENTATIVES 
COMMITTEE  ON  SMALL  BUSINESS 


Etienne  R.  LeGrand 
Executive  Director 
Women's  Initiative  for  Self  Employment  (WISE) 

March  14,1995 
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chairwoman  Meyers,  Congressman  LaFalce,  Distinguished  Committee 
Members,  other  distinguished  guests  and  collegues.  Thank  you  again 
for  the  opportunity  and  privilege  to  testify  before  you  this 
afternoon . 

My  name  is  Etienne  LeGrand  and  as  the  executive  director  of  WISE, 
I  direct  one  of  the  largest  and  oldest  urban-based  microenterprise 
development  programs  in  the  country. 

In  our  eight  years,  we've  assisted  thousands  of  low  and  moderate 
income  and  minority  women  from  throughout  the  SF  Bay  Area  to  start 
and  expand  businesses,  access  financing,  create  jobs,  develop  self 
esteem  and  leadership  skills,  and  contribute  to  the  local 
communities  and  economies  in  which  they  live. 

We  offer  entrepreneurship  training,  information,  business  support 
services  such  as  consulting  and  mentoring,  and  financing  up  to 
$20,000  in  five  Bay  Area  counties.  Our  program  is  available  in 
English  and  Spanish  and  soon  will  be  available  in  Cantonese. 

Women  like  Irma  Bautiste,  a  victim  of  domestic  violence  and  former 
AFDC  recipient  have  benefitted  from  our  services.  Irma  immigrated 
from  the  Phillipines  many  years  ago  and  brought  with  her  a  dream  to 
own  a  restaurant  that  would  serve  food  from  her  native  Pampanga 
region.  After  leaving  an  abusive  relationship  that  led  to  a  period 
of  homelessness,  Irma  decided  that  that  time  was  as  good  a  period 
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as  any  to  go  after  what  she'd  always  dreamed  of.  With  our  help, 
and  her  determination,  she  established  her  business,  "Irma's 
Pampanga  Restaurant"  in  SF's  Mission  District.  That  was  four  years 
ago.  The  business  now  employs  four  people,  but  Irma  has  not 
stopped  here.  She's  expanded  the  concept  to  include  a  catering 
venture  and  has  secured  several  contracts  with  senior  housing 
facilities  and  other  agencies  to  expand  her  market. 

But  clearly  we  can't  take  all  of  the  credit.  We  know  that  we  were 
able  to  help  Irma  because  of  investments  in  WISE  from  both  the 
private  and  public  sectors  (particularly  the  U.S.  SBA) . 

As  an  economic  development  strategy,  microenterprise  development  is 
a  hybrid  --  its  human  development,  job  creation  and  business 
development  all  rolled  into  one.  And  it's  this  combination  of 
strategies  together  that  contribute  to  the  effectiveness  of  the 
microenterprise  development  approach. 

All  over  this  country,  through  agencies  like  WISE,  low  income 
people  --  predominantly  women  and  others  who've  been  marginalized 
in  our  economy,  are  building  necessary  skills  (human  and  business) 
and  accessing  needed  financing  to  put  their  dreams  on  the  line  in 
pursuit  of  stronger  economic  futures  for  themselves  and  their 
families . 

According  to  preliminary  findings  from  the  Aspen  Institute's  SELF 
project,  80%  of  microentrepreneurs  are  women,  65%  over  a  4  year 
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period  are  still  in  business  and  a  significant  percentage  are 
creating  jobs  --  in  addition  to  the  job  they  have  created  for 
themselves.  This  fact  is  consistent  with  SBA' s  recent  finding  that 
significant  job  creation  occurred  in  the  small  business  sector  of 

the  economy  in  the  firms  employing  fewer  than  four  employees  

microentrepreneurs . 

When  the  SBA' s  Microlending  Program  was  designed,  it  included  a 
small  amount  of  operating  support  for  techinical  assistance.  We 
chose  to  pursue  the  technical  assistance  component  of  the  program 
for  two  reasons . 

o  At  the  time  of  the  program's  inception  and  launch,  the  lending 
component's  design  did  not  meet  our  needs.  This  component  has 
subsequently  evolved;  much  to  the  credit  of  the  SBA,  practioners, 
and  others  who  worked  tirelessly  to  make  the  program  meet  the  needs 
it  was  developed  to  address.  We  work  in  partnership  with  the  SBA- 
funded  microlender  in  San  Francisco  to  leverage  the  pool  of  capital 
available  to  benefit  our  customers.  We  have  packaged  several  loans 
that  have  included  this  financing  --in  many  cases  the  SBA  funding 
made  the  difference  to  the  borrowers  ability  to  move  forward  with 
the  proposed  business  launch  or  expansion. 

o  As  a  growing  organization  facing  seemingly  ulimited  and 
endless  demand  from  our  customer  base  for  services,  what  we  needed 
most  and  continue  to  need  the  most  is  a  consistent  source  of  large 
multi-year  operating  support.    The  technical  assistance  grant 
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component  of  the  Microlending  Program  provides  this  kind  of 
support.  It  is  only  with  support  of  this  kind  that  organization's 
can  plan  effectively  for  its  future  program  offerings  and  ensure 
continuity  in  its  program  from  year  to  year.  While  the  SBA  funding 
does  not  provide  all  of  the  support  WISE  needs,  its  support  is 
significant  and  helps  to  ensure  that  we  are  there  to  provide 
consulting  and  other  technical  service  to  the  hundreds  of  women 
that  we  have  provided  financing  to  over  the  years. 

WISE  is  also  supported  through  the  Office  of  Women's  Business  and 
Ownership  and  while  I  know  you've  convened  today  for  another 
purpose  let  me  take  some  time  to  say  that  this  investment  has  also 
contributed  to  the  success  we've  enjoyed  in  working  with  aspiring 
women  entrepreneurs.  Through  this  investment  we've  expanded  our 
program  to  the  City  of  Oakland  and  surrounding  East  Bay 
Communities.  In  doing  so,  we've  increased  our  accessibility  to 
communities  that  did  not  have  these  services  before  while  also 
leveraging  federal  dollars  several  fold. 

This  program  you  may  be  aware  requires  matching  funds  over  a  three 
year  period,  then  phases  out  all  together  as  the  premise  underlying 
the  program  seeks  to  encourage  private  investment  from  local 

communities . 

Microenterprise  developent  organization's  like  many  other  CBO's  may 
never  achieve  self-sufficiency  or  enough  private  investment  to 
warrant  no  investment  from  the  public  sector.   The  only  scenario  in 
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which  this  seems  to  be  probable  occurance  to  me  is  one  in  which 
credit  markets  and  the  flow  and  access  to  information  and  education 
are  equal.  Until  that  time  I  urge  your  continued  support  of  SBA' s 
Microlending  program,  Women's  Business  Program  and  other  efforts 
originating  from  the  public  sector. 
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X«stijion7  <or  Coanltt«««  on  Saall  Buslnasa 
On  th«  8BA  Mioroloan  Progrui 
Maroh  14,  1995 

CPLC  hJBtorv; 

Chlcanos  For  La  Causa  (CPLC),  a  501(c)(3),  non-profit,  state-wide 
community  development  corporation,  headquartered  in  Phoenix, 
Arizona  with  23  offices  in  the  state,  was  formed  in  1969  to  address 
the  issues  of  housing,  education,  health,  economic  development  and 
employment . 

Since  1969,  CPLC  has  evolved  into  one  of  the  largest  community 
development  corporations  (CDCs)  providing  services /programs  and 
economic  development  planning  for  people  from  all  social  and 
economic  groups  throughout  the  stats  of  Arizona. 

Micro  loan  history 

CPLC's  interest  with  the  Small  Business  Administration's  (8BA) 
microloan  program  began  approximately  one  year  prior  to  the  program 
being  enacted  be  Congress.  CPLC  has  been  in  support  of  small 
buainess  for  many  years  and  was  excited  about  the  implementation  of 
the  microloan  progreun.  In  1992,  CPLC  requested  a  loan  from  the  SBA 
in  the  amount  of  $300,000;  $175,000  for  metro  Phoenix  and  $125,000 
for  metro  Tucson. 

Since  then,  CPLC  has  lent  out  the  entire  amount  and  more,  and  has 
subsequently  requested  and  been  approved  for  an  additional 
$500,000,  again  to  be  split  between  the  Phoenix  and  Tucson  offices. 

In  June  of  1992,  the  SBA  issued  a  news  release  regarding  the  micro 
loan  progrcun,  which  was  then  reported  by  the  Wall  Street  Journal. 
The  day  the  Wall  Street  Journal  published  the  story,  we  began 
receiving  phone  calls  requesting  information  on  the  program.  What 
is  ironic  about  that  is  that  we  had  not  been  informed  by  the  SBA 
that  we  had  been  approved  as  an  intermediary  lender.  Since  then, 
and  to  this  day,  our  offices  have  been  inundated  with  inquires 
about  the  program.  The  Phoenix  CPLC  office  receives  anywhere  from 
300  to  300  inquires  per  uiunLh  uii  Lhe  prugrmii  and  Lhe  Tuusuti  ulCice 
receives  approximately  200  phone  calls  per  month. 

Marketing  plan  and  community  involvement 

CPLC  has  implemented  an  extensive  marketing  plan  for  this  program 
and  uses  the  community's  resources  to  promote  it.  CPLC  works  in 
partnership  with  the  local  SBA  office  in  Phoenix,  the  local  Small 
Business  Development  Centers  (SBDCs),  the  minority  business 
development  center,  and  the  banks  and  local  municipalities.  We 
also  conduct  workshops,  and  are  included  in  the  community  referral 
services. 
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Meed 

A  major  reason  why  the  program  ia  so  well  received  by  the 
conatituenoy  is  because  o£  the  type  of  lending  the  micro  loan 
program  provides.  Many  of  the  banks  do  not  like  to  lend  small 
amounts  of  money;  it  is  time  consuming,  not  very  profitable,  and 
requires  much  of  the  same  analysis  for  a  $10,000  loan  as  a  $250,00 
business  loan.  The  micro  loan  program  targets  those  busineases 
which  the  banks  frown  upon.  Additionally,  the  very  small 
businesses  often  do  not  have  the  quality  financial  statements  the 
banks  would  like  to  see  in  a  loan  package.  Many  of  the  borrowers 
are  low-income  and  have  small  networths  which  again  is  a  deterrent 
when  they  approach  banks  for  financing. 

The  microloan  program  targets  start-up  and  emerging  small  business 
concerns  ( less  than  three  years  in  business ) .  The  banks ,  on  the 
other  hand,  usually  require  that  the  business  be  in  operation  for 
at  least  three  years  before  they  seriously  consider  the  loan 
application.  CPLC  does  extensive  research  to  determine  the 
viability  for  an  emerging  small  business  concern  when  considering 
a  loan  request. 

Underwriting  criteria 

CPLC  looks  at  the  same  lending  criteria  that  all  lenders  look  for: 
1)  repayment  capability,  2)  collateral,  3)  equity,  4)  credit 
history,  and  5)  management  capacity.  All  to  often  a  conventional 
lending  institution  will  deny  a  loan  because  one  of  these  criteria 
is  missing.  Our  approach  is  to  try  and  offset  one  of  the  weaker 
lending  criteria  with  a  stronger  one  in  order  to  make  a  loan  to  a 
bueinesB  that  otherwise  would  not  have  received  funding  from  a 
conventional  lender. 

Onoe  an  application  is  submitted,  it  is  usually  not  complete  and  we 
begin  assisting  the  small  business  owner  with  verifying  and 
confirming  information,  such  as  lease  teinns,  cashflow  projections 
accompanied  with  underlying  assumptions  and  analyzing  operating 
expenses  to  see  if  they  are  comparable  to  industry  standards,  with 
adjusts  made  for  the  particular  small  business.  He  also  look  at 
the  marketing  plan  in  detail,  to  determine  the  sales  potential  and 
see  if  they  have  a  particular  niche  they  are  targeting. 
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Typea  of  BorrowerB 

The  types  of  businesses  which  have  participated  in  the  program  are 
varied.   Some  of  them  inolude: 

1)  food  wholesaler  and  retailer; 

2)  Nursing  services; 

3)  refrigeration  and  appliance  services; 

4)  computer  consulting; 

5)  flooring  installation  contractor; 

6)  furniture  mtmufacturer; 

7)  copier  supplies  wholesaler; 

8)  electrical  subcontractor; 

9)  water  purification; 

10)  cosmetology  school;  and 

11)  auto  body  shop 

Many  of  the  above  small  businesses  bad  approached  conventional 
lenders  for  a  loan  but  were  denied  credit  for  one  reason  or 
another.  The  micro  loan  program's  criteria  recognizes  the  reasons 
for  credit  denial,  but  also  tries  to  mitigate  the  not  so  perfect 
elements  of  a  loan  package  and  looks  for  the  positive  aspects  of 
the  loan  and  the  benefits  it  would  derive  for  the  individual  ( s )  and 
the  community.  We  often  lower  the  loan  amount  in  order  for  the 
small  business  to  be  able  to  service  the  proposed  debt. 

Extended  geo<;fraphical  area 

From  day  one,  the  micro  loan  program  has  been  very  popular.  Our 
original  proposal  submitted  in  1992  indicated  that  our  proposed 
service  area  would  be  Maricopa  and  Pima  counties,  where 
metropolitan  Phoenix  and  Tucson  are  located,  respectively.  The 
original  proposal  specified  these  areas  because  that  is  where  CFLC 
has  its  two  major  offices  and  where  75%  of  the  population  in 
Arizona  lives. 

During  the  past  two  years,  CPLC  recognized  that  the  need  for  micro 
loans  was  needed  in  rural  Arizona.  But  because  our  original 
proposal  to  the  SBA  indicated  that  our  service  area  would  be 
restricted  to  metro  Phoenix  and  Tucson,  we  were  prohibited  from 
servicing  the  rural  areas.  In  the  fall  of  1994,  CPLC  requested  SBA 
to  allow  us  to  extend  our  geographical  area  to  include  rural 
counties  who  expressed  interest  in  the  microloan  program.  SBA  has 
since  then  approved  our  request. 

Loan  loss  contributors 

Not  only  is  the  program  popular  with  small  businesses,  but  it  is 
also  very  much  appreciated  by  the  small  business  advocates  in  the 
community.  As  an  SBA  requirement,  each  intermediary  must  raise  15% 
of  the  loan  amount  to  be  used  to  offset  possible  losses  on  loans 
that  default,  thereby  protecting  the  integrity  of  the  micro  loan 
fund.  CPLC  has  approached  different  organizations  for  funding  the 
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loan  loss  reserve,  and  has  been  successful  in  receiving  funding 
from:  The  cities  of  Tucson  and  Phoenix,  Banlc  One,  Republic 
National  Bank,  Caliber  Bank,  and  the  ARCO  Foundation,  among  a  few. 

These  different  contributors  recognize  the  need  of  the  small 
business  concern,  and  because  of  regulatory  and/or  policies  of 
their  respective  organizations,  they  are  unable  to  fund  these  small 
businesses.  However,  they  do  recognize  the  viability  of  these 
businesses  and  are  therefore  willing  to  support  CPLC's  micro  loan 
fund  and  contribute  towards  the  loan  loss  reserve.  We  continue  to 
work  closely  with  these  entities  and  they,  in  turn,  refer  small 
businesses  to  us  which  do  not  "fit"  their  criteria  but  recognize 
the  viability  of  the  loan  request. 

Recapture 

The  micro  loan  fund  is  a  revolving  loan  fund.  As  loans  are  repaid, 
those  funds  become  the  source  of  future  capital  for  other  small 
businesses.  Since  1992,  CPLC  has  recaptured  nearly  $89,000,  and 
has  subsequently  recycled  the  funds  to  other  small  busineeeee. 

Payoff  of  micro  loans 

Since  the  inception  of  the  loan  progr«uii,  two  micro  loan  borrowers 
have  prepaid  their  loans.  We  perceive  the  micro  loan  program  to  be 
a  stepping  stone  for  small  businesses.  As  mentioned  earlier, 
virtually  all  of  our  borrowers  could  not  have  received  financing 
through  conventional  methods.  But,  when  those  borrowers  receive 
financial  assistance  through  the  micro  loan  program  and 
subsequently  increase  sales,  improve  gross  and  profit  margins, 
create  jobs,  and  add  to  the  tax  base,  they  improve  the  overall 
quality  of  their  balance  sheet  and  their  Profit  and  Loss 
statements.  So  the  next  time  they  approach  conventional  lenders 
for  a  larger  loan  or  for  refinancing,  they  can  represent  their 
companies  in  a  better  light  and  improve  their  chances  for 
conventional  lending.  The  above  scenario  is  one  of  our  goals  for 
the  micro  loan  program.  Once  the  loan  is  repaid,  it  becomes  the 
source  of  future  capital  for  other  small  busineBses.  To  date,  CPLC 
borrowers  have  prepaid  nearly  $34,000  in  loans. 

Second  loan  for  $500.000 

CPLC  has  applied  and  been  approved  by  the  SBA  for  a  second  loan  for 
$500,000.  CPLC  is  preparing  for  the  second  loan  and  is  has  begun 
fundraising  efforts  for  $75,000,  to  be  used  as  a  loeui  loss  reserve. 
As  of  the  date  of  this  %n:iting,  we  have  $20,000,  which  will  allow 
us  to  draw  down  over  $133,000 
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Job  creation 

At  last  count,  the  effects  of  the  micro  loan  program  has  created 
over  50  jobe,  with  33  loans  in  the  portfolio. 

Minority  and  Women  owned  businesseB 

One  of  the  8BA  goals  is  to  provide  financing  to  minority  and  women 
owned  businesses.  CPLC  has  been  successful  in  meeting  this  goal. 
Our  portfolio  is  77%  minority  and  womaii  owned  businesses. 

Delinquency  rate 

The  delinquency  rate  for  our  portfolio  is  10.1%  ,  which  represents 
3  out  of  29  loans  that  are  delinquent  31-89  days.  CPLC  has  an 
aggressive  collection  policy.  If  payment  is  not  received  in  our 
office  after  the  grace  period,  we  follow  up  with  a  letter  and 
telephone  calls  to  rectify  the  delinquency. 

Limited  proartun  to  National 

The  mlcroloan  program  has  grown  tremendously  since  its  inception 
in  1992  with  37  original  SBA  providers  to  over  130  providers  in 
1994,  an  increase  of  over  250%.  During  that  timeframe  many 
intermediaries  have  honed  their  marketing  skills,  their  processing 
time  and  have  become  much  more  efficient  in  turning  over  the 
dollars  in  their  portfolio.  The  SBA  in  Washington  has  also  become 
more  responsive  to  the  intermediaries  and  their  requests.  The  huge 
increase  in  intermediary  lenders  in  the  two  year  timeframe  is  a 
sign  that  the  program  is  very  much  needed  throughout  the  country. 

The  local  small  business  advocates  throughout  the  country  are  now 
much  more  supportive  of  the  program  because  the  non-profits  have 
demonstrated  that  the  very  small  business  concern  is  able  to 
compete  in  its  own  small  market,  and  succeed.  Consequently, 
fundraising  for  the  loan  loss  reserve  has  become  less  difficult. 

Recommendations 

A  continuous  problem  that  challenges  many  providers  is  the 
reimbursement  method  of  the  grant  funds  to  providers.  The  grant  is 
provided  to  the  intermediaries  after  the  services  have  been 
provided  by  the  lenders.  Many  non-profits  will  testify  that  the 
grant  to  the  lenders  should  be  provided  up-front,  so  as  not  to  put 
a  strain  on  the  non-profit's  cashflow. 

Because  the  mlcroloan  program  is  not  self-sustaining  and  relies  on 
grant  funds  from  the  SBA  with  in-kind  services  and  cash  from  the 
intermediary,  any  financial  assistance  to  further  assist  the 
intermediary  would  be  beneficial.  Host  providers  would  suggest  an 
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Increase  in  the  grant  funds,  or  a  decrease  In  the  interest  rate 
charged  to  the  intermediary  lender  in  order  to  further  assist  the 
non-profit. 

Summory 

CPLC  ia  pleased  to  be  able  to  administer  the  SBA  micro  loan 
program.  It  has  brought  much  needed  capital  to  our  constituency 
and  has  allowed  us  to  assist  the  very  small  businesses.  The  program 
is  supported  by  the  local  SBA  office,  the  small  business 
development  centers,  the  banks,  municipalities  and  the  State  of 
Arizona.  As  we  are  gear  up  for  the  next  $500,000,  we  look  forward 
to  even  closer  ties  with  our  partners  in  an  effort  to  make  this 
program  even  more  successful. 


bi tasfclMaay.wp 
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Committee  on  Small  Business 

on  the  Small  Business  Administration  Microloan  Program 


March  14,  1995 


Tntfodurtion  To  Self-H^lp 

In  Ashevjlle,  North  Carolina,  a  line  forms  down  the  block  for  "Salsa, "  a  recently  opened 
Canbbean-Mextcan  organic  restaurant  which  has  received  rave  reviews.  Only  two 
months  earlier  its  owners,  Hector  and  Stephanie  Diaz,  were  living  below  poverty  level, 
barely  able  to  provide  for  their  two  infant  children.  In  1994,  the  couple  obtained  two 
microloans  of  S 5 50  and  $3, 000  through  Self-Help.  These  loans  enabled  them  to  gain  the 
track  record  and  experience  required  to  move  on  to  a  larger  loan  which  they  used  to  move 
their  business  into  a  downtown  storefront. 

The  Center  for  Community  Self-Help  is  North  Carolina's  private  statewide  community 
development  bank.  The  mission  of  Self-Help  is  to  create  ownership  opportunities  for  low-wealth 
North  Carolinians.    In  the  last  decade  Self-Help  has  loaned  over  $60  million  to  small  businesses 
and  first-time  home  buyers.  As  a  development  bank,  Self-Help  delivers  federal  programs  that 
support  the  growth  of  small  businesses.  Self-Help  has  borrowed  $4  45  million  from  the  federal 
government  and  received  $550,000  in  federal  grants  for  loan  capital.  Thus  Self-Help  has 
leveraged  thirteen  dollars  from  other  sources  for  every  dollar  of  federal  investment.  Our  loan 
losses  amount  to  less  than  one  percent  of  total  loans,  so  all  this  capital  will  recycle  to  finance 
North  Carolina  homes,  businesses,  and  communhy  facilities  for  generations  to  come. 

Self-Help's  Micrnlnan  Ri-qiltfj 

In  November  1992,  Self-Help  borrowed  $500,000  from  the  SBA  Microloan  Demonstration 
Program.  In  November  1993,  Self-Help  borrowed  an  additional  $750,000.    To  date,  Self-Help 
Ventures  Fund  made  238  loans  totalling  $1,629,234  for  small  business  start-up  and  expansion  in 
North  Carolina    Self-Help  has  made  made  nine  to  ten  percent  of  all  SBA  Microloan 
Demonstration  Program  loans.  Requests  for  these  small  loans  continue  to  reflect  strong  demand. 

The  average  loan  size  for  Self-Help's  238  loans  is  $6,846,  an  amount  no  commercial  lender  would 
even  consider  for  a  small  business  loan.  Of  these  238  SBA  microloans,  Self-Help  has  made  52 


157 


percent  to  minority  owners,  49  percent  to  female  owners,  and  22  percent  in  rural  areas    We 
could  not  have  served  most  of  these  small  business  without  the  Microloan  Program.  And, 
without  Self-Hdp,  these  companies  would  probably  not  exist. 

The  Chaltenge  of  MJcmlentjipg 

A  Laotian  American  man  who  had  worked  in  product  wholesaling  to  supply  Oriental  grocery  stores  In  the 
CaroUnas  realized  that  there  were  no  producers  of  fresh  Oriental  meat  In  the  region.   He  decided  to  start 
one  himself.  He  worked  hard  to  learn  and  meet  the  regulatory  requirements  for  such  an  operation,  but 
was  rejected  by  every  bank  to  which  he  applied  for  financing  because  of  his  lack  of  experience.  So  he 
opened  United  Oriental  Food  Products  on  a  shoestring  budget  with  his  own  savings  in  a  building  he 
constructed  next  to  his  house.    The  demand  quickly  outpaced  his  production  capacity.  Self-Help 
provided  this  company  a  $10,000  loan  to  purchase  additional  equipment  and  hire  three  new  employees, 
enabling  the  owner  tojul/il  his  orders  and  market  Ms  products  more  widely  His  sales  quickly  tripled  At 
the  end  of  a  year,  he  wtis  able  to  pay  off  the  Self-Help  loan  ahead  of  schedule 

Making  very  small  loans  to  companies  that  are  turned  down  by  banks  presents  some  imique 
challenges  to  a  lender.  So  £u-  Self-Help  has  been  able  to  meet  these  challenges  successfully  with 
mirtimum  loan  losses.  However,  to  be  successful,  we  do  have  to  absorb  significant  additional 
costs  compared  to  conventional  lending  programs  which  include: 

■  The  cost  of  risk:  these  loans,  by  definition,  are  riskier  than  conventional  small  business 
loans,  which  increases  the  cost  of  lending. 

■  Marketing  expenses:  these  borrowers  are  not  reached  through  conventional  loan 
marketing  techniques.  Self-Help  must  meet  with  each  small  business  several  times  to 
make  the  loan  successful. 

■  Technical  assistance:  borrowers  require  assistance  in  preparing  applications,  qualifying 
for  loans,  and  maintaining  stable  business  operations  on  an  on-going  basis. 

■  Very  little  interest  income:  small  loans  generate  very  little  interest  income  for  a  lender. 
A  $10,000  loan  provides  a  lender  only  about  $725  per  year  to  cover  all  of  its 
administrative,  servicing,  monitoring  and  technical  assistance  costs 

It  has  taken  Self-Help  10  years  to  learn  the  lessons  which  have  made  the  program  successful. 
The  key  elements  underlying  our  success  are: 

■  Experienced  and  specialized  loan  ofiBcers  and  "enterprise  agents"  that  provide 
assistance  to  the  borrowers  and  structure  each  loan  to  suit  its  situation. 

■  The  investment  Self-Help  makes  in  developing  borrowers'  business  management  skills. 

■  The  use  of  a  small  amount  of  federal  flmds  to  offset  the  additional  costs  inherent  in  the 
program.  To  date,  we  have  used  an  average  of  $1,600  of  Microloan  grant  funds  per 
small  business  to  support  the  program. 
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The  skills,  tenacity  and  hard  work  of  the  entrepreneurs  we  serve. 


Self-Help's  Micmloan  Program 

Self-Help  offers  two  types  of  microloan  programs.  The  first  is  a  loam  group  model  wtuch  enables 
us  to  provide  basic  business  skills  and  very  small  loans  to  groups  of  fledgling  entrepreneurs.  The 
second  is  a  direct  loan  program  that  provides  individualized  technical  assistance  and  loan 
underwriting.  In  both  models,  Self-Help  frequently  works  closely  with  other  organizations  that 
provide  effective  technical  assistance  to  applicants. 

A  smile  spreads  broadly  across  the  face  of  Charlotte  resident  Trouvee  Loomis  as  she 
remembers  shaking  the  hand  of  President  Clinton  in  September  at  a  ceremony  signing 
into  law  a  bill  to  support  community  development  financial  institutions  A  year  ago,  this 
single  mother  who  receives  no  child  support  was  unemployed  and  ineligible  by  a  few 
dollars  to  receive  public  assistance.  Loans  of  $350  and  $1,000  fi-om  Self-Help  enabled 
her  to  bolster  the  marketing  of  her  business,  "Maid  to  Order"  residential  and  industrial 
cleaning  service.  The  demand  has  been  so  great  that  a  few  months  ago  she  hired  several 
new  employees. 

Self-Help's  loan  group  lending  programs  reach  our  least  experienced  and  lowest  wealth 
entrepreneurs.  Most  participants  join  the  program  with  little  or  no  business  experience  but  strong 
interest  in  starting  their  own  enterprise.  Participants  form  loan  groups.  As  group  members 
develop  business  plans,  their  colleagues  analyze  their  plans  and  make  loan  decisions.  Self-Help 
"enterprise  agents"  organize  and  provide  training  in  business  management  to  prepare  applicants 
for  assuming  debt.  As  long  as  all  the  group's  loans  are  current,  the  members  can  continue 
approving  loans.  If  a  loan  falls  behind,  the  group  is  responsible  for  fmding  a  way  to  keep 
payments  current. 


Two  brothers  began  Grade  A  TEMPS  in  1 990  to  provide  workers  for  the  seasonal 
businesses  on  the  Outer  Banks  of  North  Carolina.  At  first,  they  had  to  support  themselves 
with  night  Jobs  in  order  to  keep  the  business  operating.  In  1992,  the  business  started 
picking  up,  but  the  company  didn  't  have  the  financing  tofiiel  this  growth.  The  local 
banks  limited  how  much  they  would  lend  based  on  the  only  asset  the  brothers  had:  their 
car  Self-Help  provided  a  $5, 000  loan  to  allow  them  to  grow,  at  which  point  the  brothers 
were  able  to  work  full-time  in  the  firm.  This  loan  was  successful,  the  company  grew,  and 
returned  to  Self-Help  for  another  loan  the  next  year.    Today  the  company  has  offices  in 
Nags  Head  and  Elizabeth  City,  and  is  serving  personnel  and  human  resources  needs  of 
both  seasonal  and  year-round  firms  in  Eastern  North  Carolina.  Grade  A  TEMPS  has  won 
Small  Business  of  the  Year  Awards  from  the  local  SCORE  office  and  the  Small  Business 
Development  and  Technology  Center  of  Elizabeth  City. 

Microloan  applicants  who  do  not  need  the  basic  business  training  of  the  group  lending  program, 
and  who  immediately  need  a  loan  larger  than  S2,000  apply  to  Self-Help's  direct  loan  program. 
Self-Help  commercial  loan  oflBcers  make  a  preliminary  review  of  each  application. 
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■  If  the  applicant  still  needs  to  apply  basic  business  planning  or  management  techniques, 
Self-Help  refers  thiem  to  technical  assistance  providers.  Many  of  Self-Help's  borrowers 
receive  considerable  technical  assistance  from  North  Carolina's  SBTDCs  and  SBCs.    This 
cooperative  effort  contributes  significantly  to  the  strengths  of  borrowers'  businesses  and  to 
the  success  of  this  program  in  North  Carolina. 

■  If  the  application  seems  potentially  viable  but  there  are  issues  vMch  require  more  work. 
Self-Help  loan  officers  begin  working  with  the  entrepreneur  to  resolve  the  problems  and 
develop  the  business  plan.  Almost  all  Self-Help  loan  officers  have  earned  MBAs;  all  have 
experience  in  small  business  operations. 

Individualized  technical  assistance  provides  borrowers  tailored  and  streamlined  access  to  the 
capital  their  businesses  need  to  start  or  grow,  along  with  a  clear  understanding  of  the  steps  they 
will  take  to  generate  increased  cash  flow  to  pay  the  loan  back. 

Once  the  loans  are  made,  Self-Help  staff  continue  to  provide  financial  management  assistance  to 
business  owners   This  assistance  usually  focusses  on  cash  management,  financial  analysis, 
planning,  projections,  and  marketing. 

The  SEA  Microloan  Program  provides  critical  support  for  Self-Help's  work  with  these  very  small 
businesses.  The  program  provides  a  means  for  small  businesses  to  obtain  start-up  and  early 
expansion  financing,  the  most  difficult  type  of  financing  acquire   It  supports  specialized  lenders  to 
work  with  these  fledgling  businesses  to  prepare  themselves  for  borrowing  and  negotiate  the  first 
several  years  which  is  the  most  difficult  for  new  businesses.    And  it  provides  a  stepping  stone  for 
small  businesses  to  become  self-sufficient  and  eventually  graduate  to  conventional  bank  financing. 

The  success  of  this  program  is  due  to  the  use  of  intermediaries  like  Self-Help  that  specialize  in 
lending  and  assistance  to  these  very  small  businesses.  But  it  is  also  the  combination  of  loan 
capital  with  ftinds  to  pay  for  the  additional  costs  of  the  program  that  make  the  program  possible. 
These  small  businesses  can  onJy  be  served  whtn  both  types  of  fiinding  are  provided  to  tlie  same 
intermediary.  It  is  this  combination  that  makes  it  such  a  powerfiJ  and  effective  means  of  financing 
thousands  of  small  businesses  that  would  not  exist  otherwise.    We  strongly  support  this  program 
and  appreciate  the  opportiuiity  to  help  prove  its  potential. 

With  the  perspective  we  have  gained  so  far,  we  recommend  the  following  policies  which  will 
increase  the  program's  effectiveness  and  impacts. 

1.  Revyard  Strong  Performance 

Self-Help  urges  our  elected  representatives  and  the  SBA  to  design  the  TA  grant  to  reward  high 
performing  lenders.  Once  a  new  SBA-M  lender  has  reached  a  target  level  of  lending  and  loan 
losses,  the  SBA  should  offer  a  performance-based  flat  fee  contract  instead  of  reimbursing  certain 
of  lenders'  costs  according  to  a  uniform  federal  formula.  The  grant  should  be  based  on  outcomes 
(e.g.  number  of  performing  loans),  and  not  irputs  -  (e.g.  hours  of  staff  time). 
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The  outcome  goal  of  the  SBA  microloan  program  is  universal  -  loans  that  enable  small  new 
locally  owned  enterprises  to  open  and  expand  successfully.  However  the  techniques  and 
approaches  lenders  use  to  achieve  that  goal  are  as  diverse  as  America's  communities.  For 
example: 

In  a  very  rural  poor  community  a  lender  is  developing  a  new  industry.  The  lender  assesses 
the  market  desirability,  resources  of  the  community  and  potential  entrepreneurs,  creates  a 
product,  develops  the  marketing  strategy,  and  sets  up  a  cooperative  structure  for  individual 
firms.   This  strategy  requires  intensive  upfront  investment,  which  will  open  a  series  of 
opportunities  for  local  residents  to  become  business  owners. 

In  a  rapidly  growing  suburb,  there  is  a  strong  demand  for  child  care.  A  child  care  coalition 
offers  extensive  technical  assistance  to  providers  of  family  home  care.   These  providers 
come  to  the  lender  needing  only  to  leant  about  managing  debt. 

The  "art"  of  microlending  is  still  in  a  formative  stage.  Lenders'  programs  are  constantly 
innovating  to  test  the  most  efficient  ways  to  provide  responsive  and  excellent  customer  service. 

For  all  these  reasons  there  is  no  rule  of  thumb  to  prescribe  -what  percentage  of  lenders' 
program  costs  should  be  devoted  to  one  or  another  activity.  Successful  lenders  have  proved  their 
capacity  to  make  these  decisions. 

Even  if  we  were  working  in  generic  communities,  in  one  town  where  a  microloan  program  is  well 
established,  marketing  costs  may  be  lower  than  "average",  but  screening  costs  extremely  high.  In 
another  county,  where  the  community  college  offers  effective  business  management  training,  the 
lender'  costs  for  TA  might  be  lower  than  "average"     The  SBA  Microloan  Program  should 
encourage  its  most  efficient  and  effective  lenders  to  take  advantage  of  the  resources  that  exist  and 
tailor  their  programs  to  meet  the  needs  of  local  entrepreneurs. 


Self-Help  has  received  about  Sl,600  per  loan  from  the  SBA  Microloan  Program  grant    If  other 
lenders  can  serve  the  same  population  and  match  our  performance  for  less,  the  SBA  should 
contract  with  them     A  performance-based  contract  would  decrease  the  time  lenders  spend  in 
program  administration  and  increase  the  time  we  spend  helping  small  businesses  grow    The 
Administration  could  also  focus  on  outcomes  and  help  new  lenders  travel  speedily  up  the  learning 
curve,  instead  of  accounting  for  high  performing  programs'  use  of  their  time. 
Micro-management  of  lenders'  staff  ignores  their  expertise  in  the  delivery  of  loan  and  assistance 
program  to  high-risk,  inexperiencied  entrepreneurs   It  adds  nothing  to  the  national  evaluation  of 
Program  outcomes,  and  nothing  to  lenders'  capacity  to  deliver  loans  and  technical  assistance. 

2.  Continue  SBA  Funding  for  Intermediaries'  Lending  Programs 

Gale 's  Gallery,  a  new  furniture  store,  opened  last  spring  in  Durham.  Having 
joined  Good  Work,  Self -Help's  microlending  partner,  a  few  years  ago  with  some 
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great  ideas  but  a  sketchy  business  plan,  the  owner  has  received  and  successfully 
repaid  a  $500  and  $1, 000  loan  and  is  currently  performing  well  on  her  S3, 000 
loan.   The  last  loan  enabled  her  to  purchase  inventory  and  a  stgnfor  her  store. 
In  addition  to  receiving  small-scale  financing  which  she  could  not  obtain 
elsewhere.  Good  Work  provided  her  extensive  technical  assistance,  especially  in 
marketing,  and  arranged  for  Iter  to  also  receive  more  in-depth  consulting  on 
marketing  through  the  Duke  University  School  of  Business. 

The  SBA  Microloan  Program  requires  that  lenders  raise  25%  of  program  funding    For  1995, 
however,  Self-Hclp  will  have  to  raise  50%  of  grant  funds  ($158,300)  to  sustain  the  program. 
With  this  level  of  fiinding,  Self-Help  sponsors  group  microloan  programs  in  three  of  North 
Carolina's  100  counties,  and  on  average  makes  about  one  individual  loan  per  county  per  year. 
Although  the  NC  Center  for  Rural  Economic  Development  Center  also  makes  SBA  microloans  in 
North  Carolina,  the  scale  of  the  Microloan  Program  is  dwarfed  by  the  demand  and  the 
opportunities  we  cannot  reach  with  existing  resources. 

Each  year,  Self-Help  introduces  the  SBA  Microloan  Program  to  an  estimated  2,500  interested 
entrepreneurs.  Because  the  Microloan  Program's  target  applicants  have  very  little  credit  history 
or  business  management  experience,  there  is  no  way  Self-Help  can  reliably  predict  whether  their 
business  ideas  will  fly  and  whether  they  will  qualify  for  loans  until  we  have  invested  significant 
time  exploring  these  issues  with  them.  Self-Help  annually  fields  calls  from  over  2,500  small 
businesses,  evaluates  and  works  with  over  500  of  these  microloan  applicants   All  this  activity 
results  in  an  average  of  100  loans  annually.  These  borrowers  continue  to  work  with  Self-Help  to 
expand  their  businesses.  Some  come  back  for  future  loans  through  Self-Help  ,  as  our  technical 
assistance  continues  and  becomes  more  specialized.  Some  borrowers  use  the  credit  history, 
expertise  and  capital  they  gain  though  Self-Help  to  qualify  for  loans  from  conventional  lenders. 
At  that  time  we  declare  a  graduate,  and  Self-Help's  training  role  ends. 

The  reason  conventional  banks  do  not  make  business  microloans  is  the  cost.  Even  with  the  SBA 
Microloan  Program  loans  that  reduce  intermediaries'  cost  of  capital,  lenders  cannot  afford  to 
make  many  of  these  very  small  loans  without  funding  assistance. 


3.     Expand  the  Impact  of  the  Microloan  Demnnstration 

Self-Help  recommends  expanding  and  extending  the  impacts  of  the  Microloan  Program  by 
allowing  lenders  to  use  unspent  gr^nt  funds  to  create  a  permanem  loan  capital  fund.    In  addition 
to  expanding  lending,  this  provision  would  reward  e£5ciency,  increase  the  lender's  capacity  to 
sustain  the  inherem  risk  of  lending  to  untested  firms,  and  add  significantly  to  the  program's  long- 
term  effectiveness  and  scale. 


4.     Encourage  Viable  Lending  m  "Economically  Distressed  Areas" 

The  currently  proposed  SBA  regulations  to  implement  1994  amendments  to  the  Microloan 
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Program  define  "economically  distressed  areas"  as  counties  where  more  than  40%  of  the  residents 
have  incomes  below  the  poverty  level 

Although  13%  of  all  North  Carolinians  live  below  the  poverty  level,  there  is  no  county  in  the  state 
where  more  than  28%  of  the  residents  live  below  poverty    Self-Help  urges  the  SB  A  to  analyze 
rural  and  urban  poverty  rates  and  choose  measures  of  distress  which  create  market  areas  large 
enough  to  support  an  effective  microlending  program.  For  example,  in  23  North  Carolina 
counties,  20%  or  more  of  the  population  has  incomes  below  the  poverty  line    These  counties  are 
located  in  Uiree  distant  regions  of  the  state.  The  population  density  in  most  of  these  areas  is 
extremely  low.  Effective  microlending  in  these  counties  requires  a  specialized,  and  must  more 
expensive  program  design  that  in  an  area  where  the  market  will  support  small  businesses,  and 
transportation  is  not  such  a  barrier. 

Self-Help  also  advocates  that  the  Microloan  Program  target  communities  and  populations  w^ch 
experience  low-wealth.  People  who  live  in  poverty  have  to  make  daily  choices  between  basics  of 
life  and  investment  in  savings  or  assets.  The  disparity  in  vrealth  between,  for  example,  African 
American  and  Whites  is  much  greater  than  the  income  disparity.  While  the  median  income  for 
White  Americans  is  twice  as  high  as  Afiican  Americans,  the  median  net  worth  of  White 
Americans  is  ten  times  that  of  African  Americans.  While  it  is  an  important  goal  to  create 
microloan  programs  in  poor  places,  the  program  should  also  recognize  the  important  of  these 
programs  for  building  wealth  for  low-wcahh  individuals  and  communities 

Conclusion 

In  summary,  the  performance  of  both  the  Self-Help  Ventures  Fund  and  Self-Help  borrowers 
continues  to  demonstrate  the  many  strengths  of  the  Microloan  Demonstration  Program  and  its 
solid  economic  development  impacts  for  very  small  businesses, 
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Testitnony  Regardins  Self-Hdp  Credit  Union  and  it*  assittaDoe  to  Grade  A  Servicei 

Five  years  ago.  my  brodier,  Chnt  Toolan,  and  I  went  into  paimerihtp  to  start  a  letuporaiy  betp  agency  in  Nags 
Head,  North  Carolina.  Baaed  on  ibe  market  retesrcb  the  area  was  growing  i^ndly.  bad  little  compediioo,  a 
seasonal  ecotxnny  and  a  need  for  profeiaional  placement  tervioes.  Wtah  only  S5000  to  tbe  bank.  Grade  A 
Temporary  Emptoymeot  and  Penoonei  Service  (Grade  A  T£M.P.S.)  opened  it*  doors  on  May  15. 1990. 

Tbe  main  reason  for  the  initial  funds  was  not  only  for  operating  coats,  bat  tiw  cash  flow.  As  with  most  lemporary 
services,  employees  receive  their  paycheck  tbe  same  day  that  tbe  invoices  are  mailed  to  the  clienis.  This  industry 
siandard  practice  creates  a  fifteen  to  thirty  day  gap  in  cash  flow.  We  knew  this  going  in,  but  success  became  oar 
own  worst  enemy.  Tbe  more  business  obtained,  tbe  bigger  the  burden  on  cash  flow.  Because  of  tbe  limited  start- 
up funds,  we  both  worked  part-time  jobs  at  local  rcstaimots  to  maintain  both  tbe  ampany's  and  our  penooal  cash 
flow.  It  was  not  long  before  we  reidlzed  tbat  outside  funding  was  necessary  k>  stay  afloat 

The  Outer  Banks  was  not  well  educated  on  tbe  uses  and  benefits  of  cempargy  services  and  it  was  a  dlfRcolt  first 
few  years.  Also,  it  was  the  middle  of  oar  moat  recent  "economic  a4|usiment"  and  many  businesses  were  not  doing 
as  well  as  they  expected.  In  the  foil  of  1990  we  went  to  our  bank  with  our  buiiiess  pUm  md  asked  for  a  small- 
business  loan.  Being  a  service  business,  we  had  only  a  few  desks  and  file  cabinets  as  assets.  Tbe  bsook  wtxild  not 
torn  us  money  without  any  collateraL  Tbe  siory  was  tbe  same  bom  every  book  in  tbe  area.  Some  bankers  wanted 
our  parent's  land  as  collateral,  in  hopes  to  gain  them  as  a  new  dieoL  This  wm  not  an  option  and  we  were 
disappointed  in  the  fact  that  tbe  banks  had  little  faith  in  our  expertise. 

October  was  always  our  mootb  with  tbe  most  cash  becaoae  of  tbe  seaaonal  ecoDomy.  Botiness  volmnes  began  to 
slow  then  because  most  seasonal  companies  slowed  down  or  closed  during  tbe  winter.  On  tbe  other  band,  ttie 
spring  was  always  the  toughest  time  of  year.  Many  businesses  moeased  personnel  needs  during  tbe  spring  to  gear 
up  for  tbe  upcoming  season.  At  the  same  time  our  cash  reserves  have  been  depleted  by  die  winter's  operadag  costs 
and  tbe  slow  volume  of  business.  We  survived  1991  by  getting  credit  cards  and  taking  cash  advances  lo  keep  up 
with  payroll.  This  was  an  expensive  and  risky  optioo.  It  was  time  to  do  somedting  about  tbe  seasonal  bostams 
shift 

During  the  year  our  business  increased  130%  over  1990  and  we  plaiuMd  to  grow  by  S0%  in  1992.  At  tbe  eod  of 
1991  we  went  back  to  our  bank  ai>d  asked  again  for  a  loan.  We  only  wanted  SIO.OOO.  Agam.  Ibe  bank  would  not 
loan  us  money  without  collateral.  At  this  point  we  worried  about  bow  to  keep  going.  Our  part-time  jobs  were 
barely  covering  our  penonal  finances  and  we  had  yet  to  draw  a  salary  from  tbe  company.  We  dki  not  know  how 
much  longer  we  could  keep  going  under  these  cimunsiaDoes. 

We  began  to  look  into  other  options.  The  first  was  tbe  Small  Busioeu  Adminisiradoa.  When  we  approached  the 
bank  about  this  option,  tbey  were  not  willing  to  do  all  tbe  pepcrworic  for  such  a  small  km.  If  we  ooidd  joftify  a 
SIOO.OOO  loan  or  larger,  tbe  bank  would  have  been  happy  to  coopenie.  However,  we  could  rxR  justify  tbat  size  of  a 
loan;  let  alone  afford  the  intersst  Next  we  went  to  our  local  SCORE  chapter  lo  see  if  diey  ooukl  think  of  anything 
wc  were  not  doing.  Tbey  said  that  our  business  plan  was  excelleiH  but  ihcy  ooold  not  c^a  any  more  ideas  bow  to 
obtain  financing.  We  finally  decided  to  limit  oar  growth  and  substaotiaily  ctit  our  advertising  and  sales  budgets.  It 
was  not  the  preferred  move,  but  tliere  was  no  other  cboioe  -  we  needed  to  preaerve  cash. 

During  die  summer  of  1992  we  wore  reoogniied  at  tbe  Hutchins  AOeo  t  Campany/Ooier  Banks  Chamber  of 
Commerce  Small  Business  of  tbe  Year.  We  tfaooght  tbat  this  may  be  the  om^g  point  in  our  quest  lo  obtain 
financing.  The  business  was  accepted  by  tbe  community  and  tbe  gtvea  cretfiWUty  for  its  success.  At  tbe  award 
presentation,  every  banker  in  our  area  congratulated  us  and  wanted  us  to  come  by  and  discuss  our  banking  needs. 
We  did.  Bach  one  gave  us  the  same  answer,  no  collateral  -  no  loan. 

Business  was  going  well  in  1992.  It  was  theo  we  came  up  with  a  solution  of  oar  own.  We  felt  diat  if  we  ooold 
become  a  more  year-round  business,  our  cash  problems  wonkl  slowly  disappear.  We  began  making  plans  to  open  a 
second  office  in  Elizabeth  City,  North  CaroUiia.  This  area  was  more  indusoial  and  had  a  year-round  economy.  In 
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addiboo,  from  our  Nags  Head  kKotion  we  had  already  b^un  to  aervict  acme  m^or  emptoyen  in  the  ana. 
Opening  our  next  office  diere  made  freat  seoae. 

In  August  of  1992  we  met  Kathleen  Fnmz  of  the  Nortfi  Carolina  Small  Bntkiaas  Tedmology  and  l>ve)0|iraett 
Center.  Shj  was  die  first  person  to  believe  in  oar  butineas  and  actively  look  lor  creative  financing  opdoai  on  our 
behalf.  Kathleen  introduced  us  to  Matty  Befin  and  the  staff  at  the  Self-Help  Credit  Uniao.  KadUeen  tfaou^  their 
new  micro-loan  program  might  be  the  sohitioo  Oat  we  ooeded. 

The  Self-Hetp  Credit  Union  agreed  and  they  Inmed  ns  SSOOO  to  be4>  ui  with  tte  start^q>  coca  aaaodatod  with  the 
newoffice.  The  loan  Teqoiied  less  paperwoik  tbas  any  we  have  sime  receiired.  Wedldootneedaco-tlgMrnar 
an  accepting  bank  to  do  this  with  us.  It  was  ow  first  slap  in  being  aelf-«uffideat  At  die  dme  we  did  not  need  a  lot 
of  money  and  nobody  eUe  was  wilUng  to  be^)  us  with  oor  endeavor.  Self-Hdp  was  the  fint  institution  that  made  a 
loan  to  the  company  -  something  that  no  other  lending  institution  wu  willing  to  do.  Every  other  leader  looked  at 
our  personal  financial  record,  not  that  of  the  business.  The  money  be^Md  get  the  new  office  open  and  made  it  so 
the  business  survived  anotber  winter.  By  believing  in  the  company  enough  tolend  us  money,  they  gave  us  a 
psycbological  edge  to  keq)  going  and  locdc  ftaher  into  the  fbture.  Witboot  itet  loan,  Grade  A  T£M.P.S.  was  all 
set  to  close  its  doors  on  December  31, 1992. 

With  a  new  mind-set  and  more  confidence,  the  plan  for  1993  was  i^gicasiv^.  So  aggiesaive  Out  in  March  we 
found  ourselves  back  at  the  Self-He^  Credit  Union  signiag  another  loan  for  S2000.  Tbo  new  office  was  really 
taking  off  and  we  were  on-line  to  exceed  our  business  plan  for  the  ihM  year  in  a  row. 

Again,  the  North  Carolina  Small  Boilness  Tecbnotogy  and  Development  CMm-  came  so  our  aasistanoe.  Ttey  had 
identified  another  new  loan  program  for  small  bosinesies  with  limited  assea  given  through  Wachovia  Bank. 
Because  of  the  help  we  obtained  Gtom  Self-Hdp,  we  weie  able  to  obtain  a  $15tOOO  line  of  credit  and  get  into  more 
traditional  fonm  of  fiiumdng. 

Revenues  in  1993  increased  81%  over  those  in  1992.  The  EUzabeth  City  cflk»brOQght  in  over  50%  of  oat 
business  that  year.  Wittioot  that  lom,lfaatreveauc  increase  would  sot  have  taenpoasible.  We  changed  ibe  name 
to  Grade  A  Services  to  show  thai  we  are  more  ttan  a  temp  agency.  Ute  ooa))laoy  has  become  a  fiill-service 
employment  agency  offeting  temporal y  be^  pomanent  placwneats,  hmnat  rasource  "^""'"^■^g  and  other 
employment  services.  These  effoits  allowed  as  to  be  recognized  as  the  1SKI4  North  Carolina  Small  BusiiiBsa  & 
Technology  Development  Center  Small  Busineu  of  die  Year  and  a  finalist  for  the  1994  HmchinB  Allen  & 
Company/Outer  Banks  Chamber  of  Commeroe  Small  Bosiness  of  the  Year. 

Over  (he  years.  Grade  A  Services  baa  feceivedtecfanical  awistance  frixn  IhiM  Small  Business  Adminisiratioo 
programs:  SCORE.  North  Carolina  Small  Business  Technology  and  DevelOfimeDt  Center  and  (he  Self-Help  Credit 
Union's  micro-loan  program.  All  of  these  groins  were  neixssafy  in  the  groWtfi  and  suooeaa  of  Grade  A  Services. 
SCORE  and  North  Carolina  Small  Business  Technok>gy  and  Development  Gnter  baskaUly  were  the  cattlysa  that 
helped  us  receive  a  loan.  However,  it  was  the  Self-Hetp  Credit  Union's  mich^loan  program  that  actually  provided 
us  the  opportunity  to  continue  operations.  The  way  diat  these  three  gitMipc  worked  together  is  impressive.  One 
group  can  not  stand  alone  and  adiieve  the  same  results.  Now  becaase  of  dieirbelp,  hanks  are  breaking  down  the 
door  to  help  us. 

Presently  Grade  A  Services  is  one  of  Ifaelaixest  employers  in  Northeast  NoKbCarolint.  Wenowhavettme 
offices  and  just  under  1000  employees.  In  199S  we  expect  to  more  dian  doiihie  diat  figure.  Over  500  ccmpanies 
presently  use  our  services  to  wtsk  widi  &eir  M-timo  employees.  We  offiBreaptoyerslbe  mean  to  take  partial 
positions  and  create  a  new  type  fuU-iiine  worker.  Our  cost  efficient  labor  sttokms  have  had  great  efCect  oo  the 
economy  of  Nonheast  North  Carolina.  In  addition,  these  services  give  many  eo^ikiyees  the  opfwrtmity  K>  gel  back 
on  their  feet  and  off  many  welfare  assirtwirft  programs. 

I  believe  that  there  is  no  other  company  in  Nordieast  Nordi  Carolina  dtat  has  asade  the  same  ecooomic  impact  as 
Grade  A  Services.  Without  Self-Help,  Grade  A  Services  would  not  have  grown  as  qnkkty  or  made  as  great  an 
impaa.  Therefore,  widioot  Self-Help,  Northeast  North  Carolina  would  be  in  tie  same  or  worse  sate  of  ooooamic 
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affaire  than  it  was  five  yean  ago.  Mycomi«yi»pfooftJj«tfimdli«totU«i«Dr«oh«a«iOTeiuto«inip«oo 
the  businesses  tbat  receive  tbeiraid. 
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